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Company structure

LCT 15 an intemationally focused cell therapy company,
listed on the Australian Stock Exchange (ASX).

Headquartered in Melboume, Australia, the Group
contains fully owned and operated subsidiaries in New
Zedland and the United States. Established in 2003,
the company includes three world-class groups in

a single aperating company, pooling decades of
expenence in cell therapy.

Melboume, Australia
Corporate Office

*  Investor relations

*  Corporate communications

Audkland, New Zealand
Discovery & Pre-clinical

*  Wholly owned subsidiary of LCT
*  Focused primarily on early stage research

*  Product manufacture for pre-clinical and dinical
studies

*  Biccertified pigs for medical therapies

*  GMP cell manufacturing unit

»  Transplant diagnostic screening laboratory
Rhode Island, United States
Development & Regulatory

»  Wholly owned subsidiary of LCT

*  Product development and materials research

*  Regulatory and dinical affairs

* Commerdal and business development

"L%ving Celt T;:chnolpgieé Ltd
ACN 104 028 042

. Listed entity (ASX-LCT) ,

Living Cell fechnologies d
ACN 102 303 108

*

Operating companies
' LCT Australia Pty Ltd
ACN 106 546 570

! Corporate and commercial

—— [ P

e e e s

i Living cell Techndlogies
New Zealand Pty Ltd * |
Research: )

Product monufacture

[

LCT BioPharma Inc

Product development

! . Business development
f
L

Regulatory

IP Holding companies

r NeurotrophinCell Pty Ltd%
ACN 102 393 108 | '
CNS patents

—

Fac8Cell Pty ttd . -
CACN 106 546 543 ;-

Liver cell patents .

DiabeCell Pty Ltd - *
ACN 106 546 507 .7
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Chairman’s reporf

Cell therapy is already a billion dollar market. There s a
growing recognition in both the medical and investment
communities that cell therapy is a vital means of not
only treating but curing human diseases. Respecied
industry sources estimate the cell therapy market wall
treble in size within 10 years and LCT aims to be at
the forefront of these exciting developments.

LCT is now one siginificant step dloser to gaining
approval for its cell therapy products with the news
that we have lodged an application with the NZ
regulator MedSafe to conduct a human clinical triat
for our DiabeCell® product. LCT has used 2005/06
to further develop its manufacturing capabilities as

it prepared regulatory submissions for two of its fead
products. We are now in an ideal position to leverage
our resources and competitive advantages in the
marketplace to supply and deliver cell ransplants and
generate strong retuins in the foreseeable future.

The 2005/06 financial year saw many positive product
development results.

The NeurotrophinCell product was well tolerated
in pre-clinical primate studies with no evidence of
adverse side-effects and testing continued to show
significant reductions in brain cell damage for
Huntington's disease.

The rodent and priimate pre-dinical studies are also
now complete for the DiabeCell® diabetes product.

The company has always believed its biocapsule is
a potential delivery tool for stem cells, cell lines and
primary cells and represents a significant licensing
opportunity. In October 2005 we announced a joint
venture with US adult stem cell company MuliCell
Technelogies. MultiCell supplies immortalised celi fines
and intends to develop new therapeutics for
degenerative neurological disease, metabolic and
endocrinological disorders. LCT's encapsulation
technology will extend the functionality of MultiCell's
stem cells and we hope to announce similar value-
adding deals over the course of the next 12 months.

Competitive position

The media has been awash with various reatment
options for diabetes. Diabetes is the fourth leading
cause of death globally and the huge number of
diabetics throughout the world (it is expected that
nearty 24 million people will have type 1 diabetes by
2010), means there is room for a vanety of treatments.
Insufin injections and inhalers provide a short acting
response to the symptoms of diabetes, stem cells are
still 10-15 years from the market and there is a
chranic shortage of human islet cells avaitable for
transplantation. Therefore, the use of animal cells

is a viable and necessary altemative source of cells
to treat type 1 diabetes and other human diseases.

The main differences of LCT's technology over its direct
competitors are that no chronic immunasuppression is
required in treatment and the company owns a
specialised medical grade pig herd free of viruses with
proven scale-up for commerdal product manufacture.

Marlet opportunity

When analysing the market for LCT's produdts in
development, its enommous potential is immediately -
apparent. Based on the cost of current human cell
transplant procedures, LCT estimates that sales of pig
cell therapeutics per one percent of market penetration
is approximately US$100 miflion for type 1 diabetes
and US$9 million for Huntington's disease. The
company is on track for abtaining shareholder retums
within three years,

Performance review

During the last financial year, LCT completed financing
involving institutional and retail investors in the US and
Australia and further expanded the shareholder base,
The ability to gain funding from US institutional sources
is a particulady positive sign as LCT moves dloser to
the US market. The appointment to the LCT Board of
US-based investment banker Laurie Hunter also gives
us valuable access to this important market

These are vital strategic steps for the company as we
advance our regulatory strategy for the Neuratrophin-
Cell product through the FOA The US market is
attractive for cell therapy companies such as LCT

as there is already a sophisticated understanding of
the industry and its potential to earn significant profits
in treating human diseases.

Corporate governance

The Board is committed to maintaining compliance
with the best pradiice principles of good corporate
govemnance and continuous disdosure outlined in
the ASX/AusBictech Reporting Guidelines.

In surmmary, LCT is on the verge of an exciting stage
of its development. We will be in the clinic this year
and an impontant step closer to producing a product
1o cure major human disease.

/éﬁﬁ L
gghliﬂ, Chairman

Simon O

Mr O'loughlin was
appainted Chairman
in August 2006



v CEQ's report

i is once again my pleasure in sharing with you the
company'’s achievements of the past 12 menths.

Looking forward, the management team has identtfied
a number of upcoming milestones which will add
value to the organisation in the coming year. Revenue
retums within three years are not unrealistic given no
large dosing studies will be necessary as part of the
cell therapy product dinical program.

The focus of the company's operations in the
2005/06 financial year has been to advance its lead
products towards the dinical trial phase. The
completion of the pre-dlinical testing for the DiabeCell®
and NeurotrophinCell product ensured we have been
able to stant preparing the applications to the relevant
regulatory authosties.

LCT has made pleasing regulatory progress within the
last 12 months, culminating in the submission of the
human dinical trial application for the DiabeCell®
produat to MedSafe.

The Pre-IND meeting with members of the National
Institutes of Health (NIH) and the Centre for Biologics
Evaluation and Research (CBER) in the FDA was
particularty significant. This positive meeting with the
FDA representatives clarified the pathway to market
and confirmed that the FDA is willing to support animal
tissue treatments (evidenced by one dinical tial already
underway for Parkinson’s disease using animal cells).

A litle doser to home, it is also reassuring to receive
another signal of support from the New Zealand
Govemment in the form of the NZ$2.73 million
(approx. A$2.32m} investment by the NZ Foundation
for Research, Science and Technology and an
additional NZ$480,000 from NZ Trade & Enterprise.
These funds will assist LCT to expand its manufacturing
operations and build on existing cell bioprocessing
expertise as we approach the dinical trial phase. It is
certainly a timely endorsement of the company and its
technology as we submit our dinical trial application to
the NZ regulator MedSafe for our DiabeCell* product.

The NI BioEthics Committee recommended
xenotransplantation should proceed as there were no
ethical, spinitual or cuttural reasons for it to be prohibited.
The regulatory pathway for xenotransplantation is now
clearer after many years of testing.

In Australia, the Federal Government announced
funding of $30milion over four years towards the
development of an Islet Transplantation Program using
human cells. The funding is a positive contribution by
the Government to tackle the disease. However,

in 2006 only approximately 50 patierts will be
transplanted with human islets under the program and

(&

there are 140,000 type } diabetic sufferers in Australia
alone. The shortage of cells means other cell sources
need to be investigated.

The controversy over stem cells has stymied another
treatment option with great potential, albeit at least ten
years away from the market. It is time govemments
revisited their thoughts on xenotransplantation and
recognised its potential.

Porcine cells have been used io treat human diseases,
particularly diabetes, for well over half a century.
Insulin, dotting factors, collagen and heart valves from
pigs have been used successfully and safely in human
medicine for many years. As the availability of hurnan
cells for ransplants continues to dedline, the public wall
ingreasingly demand other reatment options.

LCT cumrently has two pig facilities in N2 with plans for
an additional SPF unit in development, Discussions are
progressing for a US fadlity. LCT's policy of maintaining
multiple sites for its pig herd ensures any concems of
potential infection of the herd are mitigated and forms
a crucial part of the company's risk management
planning.

A number of members of the general public have
conacted the cornpany over the past year with
messages of support and indicated their willingness

to participate in dinical uials. We thank you for this as
we embark upon an important phase in the company's
development and will continue 10 keep you informed
of the company’s activities.

We again acknowledge our shareholders far their
ongoing support of the company and belief in the
LCT management team.

My sincerest thanks also go to Michae! Yates for his
contribution to the company as Director and Chairman.
We wish him all the best in his future endeavours and
welcome Simon O'Loughfin to the position of Chairman
and Laurie Hunter and Charles Macek as independent
Directors.

And finally, | would also like to praise the continued
contribution of the LCT team whose efforts are the
driving force behind our mission of curing previously
untreatable human diseases with our cell therapy
products and generating meaningful returns for our
shareholders.
- ,———\'

VA

L. s
. Cgtten pome
David Collinson
Chief Executive Officer

INTRCDUCTION
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LCT world-wide

Board of directors
and management

Parns Brooke

Dawid Collinson
Robert Elliott
Dwaine Emerich
taunie Hunter
Richard Justice
Charles Macek
Simon O'Loughlin
Paul Tan

Alfred Vasconcellos

Company secretary
Nicholas Geddes

Corporate relations

Belinda Cleminson
Peter De Luca

Group administration ~
Dawn Hadfield

Jonathan Lane
Linda Robinson

Rhode Isiand, 1JSA

Bill Bell

Bnannan Bintz
Moses Goddard
Jebecka Hudak
Patricia Schneider
Chris Thanos

Perugia, Italy

Giuseppe Basta
Riccardo Calafiore
Giovanni Lucca

@ INTROOUCTION

Auckland,
New Zealand

Animal Facilities
Gailene Addison
Olivia Anderson
Lzna Cain

Isobel Cooper
Pamela Fraser
Ross Fraser

Odette Laing
ishwani Singh

Diabetes

Nikki Beckman
Livia Escobar
Sahar Zwain

Molecular and
Diagnostics Research
Olga Garkavenko
Zeljko Muzina

Divya Nathu

Klaudia Schossleitner
Shaun Wynyard

Neurosdiences

Abigail Benn
Marilyn Geaney
Stephen Skinner

Product Development
Manja Muzina

Quality Assurance
Knstin Lauppe
Ofvia O'Donoghue
Colteen Pilcher
Edith Poole
Kathleen Schuler
Jared Smith
Michelle Tatnell

Veterinarian
Alexander Ferguson
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" Néw Zealand

Fer, <dlcagn

‘Collaborations
-Australia
1:Melboume  Bionic Ear Institute
e Howard Florey Insiitute
'2"'Sydney Elisabeth Macarthur Agricultural
LTt - Indtiute o
"" St Vincent's Hospital/Uni of NSW

" .Robert Koch Insiitut

_{'-Pérpgia University of Perugia

‘5 Auckland  Auckland Hospital
’ University of Auckland

6 Palmerston North i
Massey University .

Scotland

7 Glasgow  University of Glasgow
Spain

8 Catalonia  Fort Dodge Veterinaria
usAa

9 Augusta Medical College of Georgia
10 .Chicago Rush Presbytenan Medical Centre
11 Nashville  Vanderhilt University
12 Providence Brown University
MultiCell Technologies Inc.

INTRODUCTION 9



v® Looking ahead

DiabeCell® — Response from NZ regulator
MedSafe to dinical trial application

NeurotrophinCell ~ Finalise and submit IND
submission for the US FDA

Expand the disease-free (SPF) pig fadilities and
cell manufacturing capacity

Aggressively pursue value-add partnerships and
licensing opportunities

Increase awareness of LCT amongst US
investment community

Shift focus of the company's operations doser
to the US market

Advance the discovery program pipeline into
pre-dinical trials

INTRODUCTION

lanuary!(mﬁ ‘ - N

August 2005:

nghllghts 2005/06

LCT has achteved a nurnber of 5|gn|f' cant rmlestones dunng t.he pdst i _: ‘

12months R -0, N

August 2006

-} Lodged apphcanon for phase I/lla d’ mcal trial of DlabeCell"' mth -,
TNz reguiamr MedSafe - ‘ IR

> Appolnted Simon O'Loughlin as Chalrman and Laurie Hunter - - *.
‘as mdependent Director o

Julyzoos ' v I

> Completed $2.8m fund transacuon with US & Austrahan msmutlonal
and retail investors

o Granted third diabetes pa[enl in the United States

Apsil 2006

> LC[ awarded NZ$2.7m investment through the Foundation for Research ;
Soence & Technology (NZ) :

“March 2006° . T

o} Agreement with the Bidnic Ear Insmu:e to mvestngale hearing loss’

Februaly 2006 -
> 'hbpéinted Charles Macek as independent Director to the Board

b LCFs biocap'sule reviewed in international journal Biomaterials

: '3' Ralsed $3rn in addltlonal funds fnJm us msutuuonal |nuest0rs T

L

December 2005 . .
°} Awarded 3480 000 grant by NZTE - -

4 Awafded $100,000 grant by ¢ Cure Knds New Zealand

‘5 Met 1-mlh ﬁle US Food-and- Drug Admlmstranon (FDA) to dlSCHSS
- requlremens for lnmatnon of the first human study ofits Neurotropthell

-} Dr Dwame Emench appomted to the role of Chief Scientific C'ﬁ:cer
: of LCI’ B:oPharma

} Entered mlo a joint venture with US-based adult stem cell comgpany,
MultheII Ted'mologies Ing, to develup therapeutic liver cell applications

:a “"\

- '3' Announced 5|gn|f|cant pre—clmlcal results for treating Hunnngton s d1sease

e A e e aw
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Huntington's,

Netirodegenerative-
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NeurotrophinCell . {7 ST T T
(MCel) | N ot Sl e
Type | Diabetes [~ = - _op e - ;.wz
DiabeCel® . et e [
Haemophilia = o
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Encapsulation — LCT's targeted delivery

Encapsulation

- Live celfs examined and tested to ensure safely
and funclion

- Live ceifs pussed through g seaweed derived hydrogel
to cover the cells (alginate micro-encapsulation)

- The resulting capsule {approx size of a pinheod)
provides protection fram the patient’s immune
system

- Nutrients con pass into the cells end insulin and
other therapeutic foctors can pass from the
capsules into the body

- Capsules remain at site of delivery, breaking down
naturally over time fo be excreted by the patient

Encapsulation ~ LCT's biocapsule

The alginate micro-encapsulation process is a crudal
component of LCT's revolutionary cell therapy
approach for reating disease.

The living cells are covered in a seaweed-derived
coating (alginate) to forrn tiny round capsules and then
transplanted into the patient via a syringe and catheter.
The capsules eliminate the need for toxic
immunosuppressant drugs after transplantatian of the
cells into the human body.

Over the last 20 years, there has been remarkable
progress in micro-encapsulation in protein and cell
therapy for the treatment of various diseases. However
the process has previously been unpredictable, making
stabitity and reproducibility of the matenal difficult. LCT
has characterised and purified the alginate and
transformed encapsulation into a highly specialised
process, enabling unprecedented conirol of the
biocapsule function and the rate of degradation.

The encapsulation process is scaled for manufaciure
within LCT's acoredited GMP {good manufacturing
practice) facility,

Other applications

LCT's biocapsule can be used for stem cells, cell lines
or pamary cells. It is suitable for many applications
which require flexibility in delivery.

tn October 2005 LCT announced a joint venture with
US adult stem cell company MultiCell Technologies.
MultiCell Technologies supplies immaortalised cell lines

engineermg and drug delwery systermns.

Q&A Dr Chris Thanos

i Director of R&D, LCT BioPharma

‘rr‘;'~'

‘_ _J What is the s:gmf.rcance of BioMdterials’ pubhs!lmg the resu!!s_ 71 the o

saenuﬁc paper ouﬂming LCTs encapsu!atmn teclmoiogy’

n Blomatenals is-a respecied journal that has pubhshed a weahh of- mfon'natmn
© pertaining to enmpsulatron of cells from a vanety of i mvesugators. That our

work was published signifies academic acceptance of aur rigorous”

. development of testing methodologies for characterisation and refingment

of our algmate encapsulation process. The paper analysed a variety of

- comimerdally available alginates in the peritoneat cavity and’ demenstrated

a unique method for determining the rate and mode of degradation.

What are the benefits of using the alginate encapsulation?

LCI‘ s alginate encapsulanon technology offers versatility and $tability in
multiple locations for a variety of indications. it provides :mmunmsolahon and
has showni démionstrated eff icacy in animal modeis of Huntmgmn s dlsease

-s!roke haemophlha anddlabetes L R

How d’oes LCT's bmcapsu.l’e d.rffer from others’

L(_T uses.a novel, highly purified and well characterised blopolyme r -
manufactured from alginate in combination with a buocompanble po!ypeptlde s
coatlng LCT«mrcrocapsules are monodlsperse in nature and can _each? l
wnhstand nearly [ gram of force before rupture, Wthh demonstrates the

rechnology’ ’

5'-The LCT bmcapsule is well sited for appllcatlons requmng phystcal and, e -

kinetic flexibility, since the basic propérties of the biocapsulé ‘ecan be
maintained while tailoring the system to the desired application, mduding
membrane characteristics fike flux, walt strength, dose, and blocompat:blhty
Some polermal encapsulauon tandidates indude-stem cells, cell lines, or
prirrary cells.

Dr Thanaos: received his PhiD. from Brown Univérsity in the Deparlment of
Molecular Pharmacology, Physiclogy and Biatechnology and has recent
expenence from Neuroted\ USA and Sertoli Technologaes.

- . . - - [

“LCT’s proprietary encapsulation technology provides
a significant delivery platform for its cell therapy
products and enables licensing opportunjties for
a range of cell types.”

validated for drug discovery applications. LCT intends to
commeraalise new therapeutics for the treatment of
degenerative neurological disease, metabolic and
endocrinological disorders and more. LCT's

- encapsulation technology is being used to extend the
functionality of MultiCell's adult liver stem celis and
immortalised human hepatocytes.

LCT CEO, Mr Dawd Collinson

TECHNOLOG:@



DiabeCell®

DiabeCell®

3 ey o e DiabeCell® is a porcine panaeatic cell product for the
1 l Phase |/lla chfngal !p_a‘;l‘a?p phcg}_lgp Sl treatment of insulin-dependent (type 1) diabetes and

I Phase I/lla dinical tral ©  ¢7 ' : 28% of type 2 diabetes. The cells regulate healthy
: el ot o blood sugar levels by producing appropriate amounts

I initial re\reﬁrqe'_ T . : of insulin as required by the adivity and food intake
hmmen o of the patient,

. The seaweed-derived coating isolates the transplanted
Product developments pancreatic cells from the patient’s immune system in
a biocapsule and eliminates the chronic need for toxic
immunosuppressant drugs. These biocapsules are
injected into the abdomen via a simple medical
procedure under tocal anaesthetic.

- Application submitted to NZ requlator MedSafe for phase I/lla dinical trial
- Successful safety and efficacy of DiabeCelf® in pre-clinical primate dicbetes trial
- Authorised pilot human trials have been conducted in New Zeoland
- Long-term function and safety of islet cells in human patient
The extremely mited availabllity of human islets for

Market data transplantation makes the use of pordne islets a viable
and important therapeutic advance. Pig insulin is
- DiabeCelf® targets the treatment of insufin-dependent (type 1) diabetes and almost identical to human insufin and has been used
28% of type 2 diabetes. dinically for almost a century.

- Type I diabetes prevalence is 1.7 per 100,000 people in the US

+ Nearly 24 million people will have type T diabetes by 2010 (JDRF)
- Revenue potential from existing type 1 diabetics is US$20 billion

- Market will bear the cost of approx $25,000 per islet transplant The company has completed the world's largest

- Estimated gross sales potential of $385m in 2011 (based on 0.5% market) controlled diabetic primate pre-clinical study of its kind.
The DiabeCell® treatment was well tolerated with no
adverse reaction in the treated monkeys and their
insulin requirements were reduced. Longevity studies
10 optimise and document the therapeutic duration

of the product are continuing.

Scientific developments

LCT is also in the unique position of having access to
human data from an eadier study conducted in New
Zealand. In 1996, a human dinica! trial for an early
prototype of the DiabeCell® product was approved and
carried out in New Zealand by LCT. After the treatment,
an Auckland man achieved better control of his
diabetes, his required insulin dosage was reduced

by as much as 34 per cent and an inspection of his
abdominal cavity nine years later revealed a small
number of intact capsules and the presence of insulin.

Regulatory developments

Preliminary discussions with representatives from the
New Zealand regulator MedSafe were supportive of
LCT submitting a dinical trial application for its
DiabeCell* product. LCT has submitted its application
in August 2006.

At the end of 2005, the New Zealand BioEthics
Committee recommended xenotransplantation be
approved for use in New Zealand. After extensive
consultation, the council condluded that the procedure
of transplanting animal cells into humans is acceptable
and should be allowed on a case by case basis.

14 TECHNOLOGY



. users the Unwe:szty of Auckland and is: an Erriéntus Professor of child health .

Commercial model

Q&A Prof Bob Elliott

LCT intends to initally offer its DiabeCell* therapy - LCT Medical Director
through existing diabetes transplant centres. LCT s
in discussions with potential partners to assist in the

long-term scale-up of the pig fadlities to meet market &
Jemand. - LCT'S DiabeCel™ produci is currenﬂy beang optimised and manufa:'lunng

procedur& scaled. LCT m!ends to start dincal trials in New' Zealand in 2007
and then submrt an iND apphcauon w:th the FDA v -

) - - . . - - "

W.'hen Wl” mvestors see a human cfmrral trial with LCT's DmbeCeH"’

Industry developments

_hat wdl the trial mvolve’ '- - "; B o -

Istet cell transplantation and xenotransplantation
continue to make solid progress globally.

N ,pemoneal cavity of & diabetic patient. The procedure is done under a Iocal R
The company’s islet transplantation methodology was - anaesthenc and takes approximately ten minutes to complete.
further validated when doctors at Sydney's Prince of ) _"3
Wales Hospital injected a human dizbetes patient with There has been a lot of publicity recently about human islet ’
insulin-produdng human islet cells encased in a . transplants as a treatment for diabetes. Will this method udequately
seaweed extracl. The chronic shortage of human organ meet the need for a type 1 diabetes cure?
donors throughout the world suggests other sources of No. The World Health Organisation estimates 300 million people will be
cells are needed. dlagnosed worldwide with diabetes by 2025 and many millions of people
Human islet cell transplantation is a validated medical currendy suffer from type 1 diabétes. Theve are simply not enough sources - e
practice. DiabeCell® answers the unmet market needs of human iskets available to rmake human |slet transpiants a viable Iong term., 3 ,‘;.'
by providing a product that eliminates the need for ", therapy. In Australia- aione there are 130, 000 people wath type | diabetes [©
immuno-suppressive drugs and provides enough cells - butjust over 200 organs donated a year The numbers dan't add up. Tk

v»‘,_ - 5., T

to meet market demand. LCT's spedialised, reliable and - W’H mhaled msulm or stem ceﬂs reduce the need for ICTs.” o

safe cell source is a significant asset.

technm'ogy’ o ‘ s

. No ‘Inhaled insulin has a role to play in the managernem of diabetes but
Market opportunity does not completely replace insufin injections. It does not adequately allow -
Initially LCT will target type 1 diabetics. With regulatory :fespanse'to the patient’s environment afid metabolism. All existing products
approvals in place to start marketing DisbeCell®, . ,are management tools to help contrdl disbetes, Futire therapies would work
indications of use for the product will be expanded ‘ progressmely with these existing tools to prmnde a more stable, permanent ﬂ
to indude insulin dependent type 2 diabetics. Sulutlon to Ireatlng the cause of lhe d:sease_ L e A
Diabetes has a significamt number of clinicians servicihg Stem cells are a possible future treatment, bUt face a decade of more °f
the patient population. A large sales force will be needed - evelopment bEfQTG a readlly 3V3'|3b|e therapy ) 1"‘9*‘! ) -"

to effectively access all of these patential product end

There are currently existing examples of human cell “research, and 3 world Ieader m d:abetes and autmmmurte refated
and organ transplants which have large waiting lists " research. e R

and dedicated infrastructure. These existing treatments B
provide for dedicated dinicians, protocols and fadlities
thereby reducing the risks involved for LCT to enter

p “This continues to be one of the
e market.

most exciting and promising
techniques to potentially produce
a cure for this disease.”

LCT has also evaluated the traditional sales and market-
ing models and identified key “centres of excellence”
that command large portions of the type 1 diabetes

marketplace. It is the goal of LCT to be prepared to American Diabetes Association
initially market DiabeCell® with a small sales and spokessnan Nathaniel Gark MD says islet tansplantation
marketing force to these “centres of excellence” and has the potential o ransiorm the &

g of type 1 diabetes

1o pursue discussions with, and remain open to, offers
by large marketing partners to assist in expanded
market penetration and servicing of the type 2 insulin
dependent patient population once those approvals
are in place.

TECHNOLOG@



NeurotrophinCell

%4 [ Phase Wi recnutment SR

T

TR é‘i s

l Pivotal 12 month s!udy" ) M

| Initiat revenue*

*Possible ophan drug/tompassionate Lse statss

Product developments

- Positive requlatory meeting (pre-IND) held with the US FDA

- Well tolerated in pre-clinical primote studies with no evidence of adverse
side effects

- Significantly diminishes the degeneration of striatal neurons
in neurodeqgenerative conditions such as HD

Market data

- NtCell’s lead indication is Huntington's disease

- A western disease affecting more than 5 in 100,000 people

- Apprax 30,000 Americans have HD, over 200,000 more at risk of inheriting it
- Approx 1,200 Austrafians have HD, over 6,000 at risk of inheriting it

- Market will bear the cost of approx US$30,000 per transplant

- Estimated gross sales potential of USS67m in 2010 (based on 0.4% market)
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NeurotrophinCell

The NeurotrophinCell product (NtCell) protects brain
tissue that would otherwise die, potentially forestalling
ar even preventing the debilitating consequences of
neurodegenerative diseases. The product’s first
indication is Huntington's disease and it may also
prove to be benefigal for other neuredegenerative
diseases including Parkinson's, Alzheimer's and motor
neuron disease.

LCT's NtCell treatment implants choroid plexus cells
into the brain. These cells produce protective proteins
(neurotrophins} that protect and help repair damage
and are important for the health and suevival of brain
tissue. The choroid plexus cells produce a cockiail of
neurotrophins, including the important BDNF, GDNF
and NT-3 factors.

The choroid plexus cells are encapsulated in a small
round biocapsule derived from seawee and
transplanted into the affected region of the brain
known as the striatum, or other nearby sites that are
damaged or diseased.

NiCell is unique as it can intervene prior to brain cell
degeneration, targeting the onset of Huntington's
disease itself, rather than just treating the symptoms.

Scientific developments

LCT has achieved positive results in a seres of small
animal studies and with its preclinical primate work for
the NtCell product. it was well tolerated in these rodent
and primate studies with no evidence of adverse side
effeds.

The pre-cinical tests revealed that brain cell damage
in primates after treatment with NtCell was five times
less than cell damage in contrel animals in 2
Huntington's disease model (approximately 50 per
cent cell death versus 10 per cent). This confirms the
significant therapeutic effect of NtCell on
neurodegenerative diseases.

For further information, visit the LCT website:
http://wwwilctgiobal com/sdentificarticles.php.

Regulatory developments

LCT met with the US Food and Drug Administration
(FDA) in December 2005 to discuss requirements

for the initiation of the first human dlinical study of

the NtCell product. Representatives from LCT attended
a pre-IND meeting with members of the National
Institutes of Health (NIH)} and reviewers from the
Centre for Biologics Evaluation and Research (CBER),
the group within the FDA responsible for the evaluation
of biologics, including celf and gene therapies.



LCT took the opportunity to darify the FDA's commenits
on the spedalised medicai-grade pig herd, the manu-
facturing of cell products, the pre-clinical data and
dinical trial design and were pleased to see no major
cbstruction with the program as presented in LCT's
Pre-IND package.

At present, the company is preparing the IND appli-
cation for permission to conduct a clinical trial in the
United States. The tral would involve the injection of a
small volume of the capsules into the brain of patients
who already experience severe symptoms of
Huntington's disease.

It may be possible to also receive orphan drug status
for NitCell, enabling a range: of assistance measures
induding seven years marketing exclusivity.

Commercial model

NitCell will be manufactured inhouse and distributed
wia existing Huntington's disease spedialist treatment
centres across the US initially. Initiat revenues will help
fund pipeline products.

Other applications

NtCell is also entering research trials for ather neuro-
degenerative diseases, hearing loss and diabetes
prevention.

Market cpportunity

Huntington's disease has a relatively small number
of spedalist clinicans and centres servicing the patient
population. A few hundred specalised dinicians mostly
located in US medical centres can be adequately
addressed by a small sales force. LCT believes that it

* will be able to build such a sales force and scale its
production and distribution capabilities to meet sales
for the product. It is the goa! of LCT to demonstrate
the value of the NiCell product fine in markets
praximal to its operating companies in the US and
New Zealand.

LCT will of course pursue discussions with and remain
open 1o offers by large marketing pariners to assist in
expanded market penetration and geographical
representation.

Q&A M Alfred Vasconcellos

CEO, LCT BioPharma

Why is the pne-lND meetmg w:th the FDA srgmf' icant? .

It has been a “very important step in oulllnmg the roadmap to satisty regula IR
tory reqmrements and moves the company one step doser in its pursuit of AR
+ an IND(lnvestigational New Drug) application for our cell therapy treatment
for Hunt:ngton s disease. The meeting has provlded stiong reassurance that’ R
xenn—based cell | therapies have a dear and defined pamway to market.

What are the mext. steps? o -. : S
The FDA has clarifi ed the necessary studies to be mduded intheIND ~ T LY
applicatioh. Once these are completed, the application can be filed with
the FDA.-An IND must typically contain information in three broad areas:
manufacturing, animal pharmacology and toxicology, and dinical protocols
and investigator information,

e n ey D n rain

When wn" mvestor.s seé d human clinical trial w:th ICT's
NeurotropthelP

LCT antidipates starting recruntmem of patients for the diinical tral in 2007

ey

Where ‘will the clinicat l‘nals be dane.

At this stage initial clinical studies are planned for the Umled States, The . .
US has, puinshed dear gmdehns covering the use of ammai cells to treat = ':
humans’(called xenotransplantatlon) . ‘

.:_,'-1»: -
-t

How w:" the study be stmctured and what wrh' the
study endpomts be? ’

— -

The dnnn:al wial design wauld cover two main studles ~'a combined phase
I/llb to’ evaluate safety, and then a pivotal study for effic icacy of the transplant, -
The pnma:y and secondary endpoints will-include neurotoglcal functional’ and
cognmve asse;sment to determme the therapeunc effect.

i

Mr Vasconceilos isa medlcal!y tramed engineer with a busmess degree e
from Norﬂ'nwestern University and was a co-founder of CytoTherapeut:cy .
Inc, eitablashed the Strategic Market Development Department for Pflz
in New Yark Crty and headed. R&D tor the anesthesia and surgical care .
dmsmn of l(endall

“it's paradoxical: the field of transplantation

itself has done so well over the past few
decades that we're now faced by a major
limitation brought on by the success of
allogeneic transplantation. We just don't
have enough organs.

There are thousands of people dying each
year waiting for organs, and many others
who don't even get on the waiting list”

O Sachs, Director of the Transplantation Biolagy Research Center
Massachusetts General Hospitat

TECHNOlOGY/@



Collaborative programs

1. Virology studies

LCT is conducting discovery/pre-clinical progroms, or is in collaborative discussions
Efizabeth Macarthur Agricuftural institute, Australie  on the following progroms:

Robert Koch Institute, Germany - Mator neuron disease (Lou Gehrig’s Disease or ALS)
Massey University, NZ - CNS trauma (central nervous system)
University of Glasgow; Scotland - Hearing loss

- Stroke

LCT's virclogy group continues to investigate pig

retroviruses and provide data to the US Centre for

Disease Control, LCT is involved in Professor Mormis' The World Health Organisation estimates 250 million people currently suffer from
study of pig dircovirus type 2 (PCV2) at Massey a disabling hearing impairment and LCT’s collaboration with the Bionic Ear
University and uses the Virology Laboratory at Elisabeth Institute will target the large markets for both existing and potential sensorineural
Macarthur Agrcultural Institute in Sydney to perform hearing loss.

semological lests on PCV2 and Mycoplasma
hyopneumenia for routine herd screening and for the
PMWS study.

LCT has also undertaken studies with Dr Linda Scott of
the University of Glasgow in Scotland to investigate
LCT's unique proprietary herd of Auckland Island pigs
and porcine retroviral recombinants.

2. Encapsulation technologies

University of Perugia, ltaly
Vanderbilt University, USA

LCT maintains strategic relationships with the
Department of Medicine and Endocrine and Metabolic
Services, University of Perugia, ltaly and the Vanderbilt
University in Tennessee, USA as it continues to develop
its encapsulation technologies.

3. Huntington's disease and neuro
programs

4. Other programs

Bionic Ear Institute, Australia — collaborative
agreement to investigate sensorineural heanng loss.
LCT has the option o acquire an exclusive licence to
commerdialise the results.

Brown University, USA

Georgia Medical College, USA

Howard Florey institute, Australia

Rush Presbyterian Medical Center, USA
MultiCell Technologies, USA - joint venture with US
adult stem cell company MultiCell Technologies. LCT's
encapsulation technology is being used to extend the
functionality of MultiCedl's adult liver stem cells and
immortalised human hepatocytes. Under the terms of
LCT has an agreement with the Howard Florey Institute  the agreement, jointly developed intellectual property
to investigate the effects of the company’s proprietary  will be co-owned, with LCT retaining commercialisation
NtCell capsules when implanted in the brain of the rights for the field of cell therapy.

SOD1 rat model of ALS and in a Huntington's disease
model.

LCT's neurobiological group continues 1o work with a
number of institutes and leading research persannel to
progress its NeurotrophinCell product in Huntington's
disease and stroke models.

St Vincent's Hospital/University of NSW, Australia -
LCT provides St Vincent's Hospital with neonatal
porcine choroid plexus cells to conduct in vitro studtes
and determine their effect on the conversion of
tryptophan to quinolinate via the Kynurenine pathway.

Struve Laboratories, USA — research collaboration
which provides a service for the hysterotomy of sows.
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Cell source

LCT's Biocert® pigs

LCT's Biocent® pigs are arguably the most disease free
pigs in the world. Located on the Auckland Islands
between the south island of New Zealand and
Antarctica for centuries without human contadt, the
isolation of the pigs has kept them free of infections
common in other herds.

Thorough screening for disease at quarterly intervals
has demonstrated that they are free from microbial
pathogens of pigs, and indeed are the only known
herd in the world which is Porcine Circovirus 2 free.
The LCT Virglogy Department has submitted tissue
samples to recognised experts in the USA, Australia,
Cermany, Canada and Spain for independent views
on whether the Auckland island pigs can be dassified
as “high health status”. The sdentific evidence from
all these sources confirms 1CT's findings.

The pigs must be bred and raised in isolation from

all other animals in a pathogen free environment,
protected from possible infections from birds, rodents
and inseds and be raised on feed that is free of
mammalian components for at least three generations.
LCT has filed a patent for a method of breeding and
selecting high health status pigs for medical use to the
approved FDA standard.

Why pig cells

Porcine cefls have been used to treat human diseases,
particularly diabetes, for well over half a century. They
have the following desirable characteristics:

—  They are mammalian cells which have been
proven to function for years in the alginate
capsules in humans and animals.

—  Pig insulin, dotting factors, collagen and heart
valves have successfully been used in human
medicine for many years.

—  Pig islets and other pig tissues have been proven
to be physiologically compatible with humans.

—  Unlike stem cells, pordne cells don't carry the risk
of tumor formation or proliferation of the cells
once implanted.

— They are not genetically modified. -

—  Commerdal rearing and breeding of pigs for food
already exists in large numbers.

—  The availability of human cells for transplants
is continuing 1o dedine.

Risk prevention

LCT currently has two pig facilities in NZ with plans for
an additional SPF unit in development. Discussions are
progressing for a third facility. Multiple sites mitigate
concems of any potential infection of the herd.

Sdentific evidence

A 1999 study published in Science of 160 human patients worldwide who were
treated with live pig cells or tissue showed no sign of PERV {porcine endogenous
retrovirus) infectivity. LCT has also subsequently published data reporting no
evidence of PERV infection in 18 patients monitored for up {0 9 years.

Pig spedcialists

LCT's senior staff are also experienced in the breeding and monitoring
of biocertifiable pigs.

Dr Alexander Ferguson is LCT's veterinarian and has many years experience
in animal health care and veterinary science. Dr Ferguson has expert knowledge
in the establishment and maintenance of disease-free animals.

Ms Isobel Cooper has 25 years previous experience in the United Kingdom with
the management and operation of specific pathogen free research and breeding
facilities.

Dr Olga Garkavenko is LCT's virologist who has been @ major contribulor to scient-
fic knowledge on the safety and monitoring of biocertifiable pigs for medical use.

LCT's virology group continues to investigate pig
retroviuses and provide data to the US Centre for
Disease Control and other regulatory authorities.

“Companies and
scientists from
around the world
have also realised
that a secure

New diagnostic and donor characterisation tests are
constantly in development at LCT to comply with new

research findings. The newest development is to supply of pig cells
idnenn'fyopigsij f;)r seplgg\i;re brefedling - pigs \.;ilh I::)od is essential. LCT's
group O and low pro-viral copy number. These BioCert® pigs have

pigs are favorable for xenotransplantation in terms of
immune compatibility and the very low nsk of
infection.

become very
important to these
researchers”

LCT CEQ, Mr David Collinson

LCT continues to keep the NZ Health Research Coundil
& Gene Technology Advisory Committee, the
Therapeutic Goods Administration (TGA), the National
Heath & Medical Research Coundl (NHMRC) and the
Gene & Related Therapies Research Advisory Panel
{GTRAP) informed of recent evidence and information
on the safety and efficacy of five cell therapy.

SCIENTIFIC PERSPE(:TNES/_?(;\



Cell therapy explained

The cell therapy solution

Cell therapy dates back hundreds of years as a medical
sohution. From its eariest medical pioneers, the thought
process has been to restore the lost function to the
humnan body. Whilst the use of human cells has now
become a recognised treatmend, with the first human
dlinical trials of islet cell transplants in diabetic patients
dating back to 1986, the scarcity of human donor cells
remains a problem.

Unfortunately, the rate of organ donations has not kept
pace with the development of cell therapy treatments.
As a result, medical practitioners have had to lock
elsewhere for other sources of cells,

Xenotransplantation

Sdentists have long held the belief that cells from
animat sources can cure human disease. As far back as
the 1930s, Dr Paul Niehans, later to become known as
the ‘father of cell therapy, used parathyroid gland cells
from a calf to treat a dying human patient. The patient
lived for a further 30 years and an important medical
breakthrough had been made.

Pigs and insulin

Pigs and the treatment of diabetes are dosely linked.
Physiologically, pigs and humans are very similar in
organ size and function. Pig insulin and human insulin
are a good match as the blood levels of glucose are
similar in both spedes. Until 1978 when human insulin
was synthesised in the kboratory as a treatment for
diabetes, diabetics relied on animal insulfin to survive.
At a more practical level, the commercial rearing and
breeding of pigs for food already exists in huge
numbers.

Safety

Recent scientific evidence suggests the risks of using
porcine cells in humans do not exst as first feared.
A 1999 study of 160 human patients worldwide
showed no sign of PERV (pordine endogenous
retrovirus) infectivity.

The way forward

Scientific evidence and expernience suggests pordne
cells are a legitimate source of cell therapy treatment.
The questions of safety raised in the last decade have
largely been answered whilst there is very little to
indicate these cells are a grave risk to hurmans.

@ SCIENTIFIC PERSPECTIVES

What is cell therapy?

Cell therapy is the transplantation of cells (from human or animal origins) to
replace or repair damaged tissue and/or cells. The goal is for the heolthy cefls to
become integrated into the body and begin to fundtion like the patient’s ewn cells.

How are cell therapies being used today?

- Pancreatic cells implanted into diabetics to produce insulin

- Bone marrow transplants

- Graft new skin cells to treat serious bum victims

- Grow new corneas for the sight-impaired

- Rebuild damaged cartilage in joints, repair spinal cord injuries and treat
neurcofogical disorders

What is xenotransplantation?

Xenotransplantation is the transplantation of living cells, tissues and organs from
one specdies to ancther.

LCT's pig herd is free from the viruses and diseases
common in other breeds of pigs. The New Zealand
herd is particularly unique in that it is free of porcine
circa virus 2 (PCV2). Rigorous screening of the source
animals to a recognised FDA regulatory standard is a
further commitment to using only healthy, infection-
free cells for transplantation.
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Dr Paul Niehans became known as the “father of elt therapy’ _en ' he used parathyro:d gland cells from a caif in a saline
solution to treat a dying human patieiil. The patient fived for anolher 30 years.

l Over one million pig heart valves have béen 1mplanted since

L’"{ m;’ l First human bone marrow transp!ant as treatmenmr leukemla by ED Thomas

* _ ( Pig intestinal mucosa used for e repair.’

L Isolation of human stemn cells by Systemix Inc.
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[ First intra-cerebral cefl transplani to reverse brain damage caused by “stroke.
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Them are currently at Ieast haif a dozen dinicat tials: unde:way wn'Europe and Chma usmg xénotransplantation
as well as a FDA approved dinical trial of an ammai hssue treatment for Parkmson s dxsease in the USA.
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$an Phamma Biotech (2006) Cell Therapy — Technologies, Markets & Cormpanies.
http/ Awww pbs.org/bloodlines/timefine /text_timeline htmi
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rep Patents

{C¥'s portfolio of patents and patent applications are
in a series that encompass the use of porcine cells for
the weatment of diabetes and CNS disorders, methods
of encapsulating cells and selective breeding of pigs
suitable as a source of tissues for human therapeutics.

Presently, LCT has 12 granted and 34 patents filed and
in prosecution, One of these is in National Phase in

Europe.

Summary of LCT patent portfolio

":ﬁiﬁ”

Diabe_CeIl Pty Lid
Are of porcine islet celf
rranSpfontaribn
(xenotransplantation)

1

Duected to the use of porcine islets in the treatment of hurnan diabetes and patents are gfanted

“|" in New Zealand'and in the United States,

Directed 1o xenctransplantable compaositions comprising neonatal porcine islet cells that have been
exposed to nicotinamide and optionally encapsulated in alginate. Patents are granted in New Zea!and
Singapore, Australia and Eurape, pending in the United States. ‘ . H

Directed to xenotransplantable compasitions of porcine islet cells which are exposed during preparation

*and/or culture to sertcli cells. Alternatively, the compaositions may comprise a mixture of Sertoli cells and
.1 +islat cells. The islets (and Sertoli cells) may be encapsulated in alginate or may be presentina =~ .,

vascularised collagen tube. Patents are granted in New Zealand and Australia, and are pending i |n the
United States and Europe. .

Directed to aggregalﬁ; of pordne islet cefls and Sertoli cells and fo methods of making the same. Patents”
are granted in New Zealand and are pending in Australia, the United States Canada, South Africa, Europe,
China and Singapore.

Directed to a method of long term in vitro culture of secretory cells (eg. Istet cells) and support cells
. (eg Sertoli cefls), Patents are pendmg in the Umted states. Eurnpe, Australia, Smgapore New Zealand and
“'HomgKong. © - - : ] N

Neu;otmpﬁil;Cell Pty Ltd
"Use of choroid plexus

{CP) celis’in the
Jregtment. of neurological .
d;sorders and diabetes

- Directed to xenotran:;plantable compositions comprising CP cells for transplantation into
the bfam to treat any neurologlcal disorder. A patent is-granted in Singapore and -
apphcauons are pendmg in Ewope and the United States. ]

; -Directed to the use of ('P ‘ells and (e condmo;_led media as a supplement to in vifro culturz of o CP .:-
" cells (series 10.1 and 10.3) and to the use of CP cells to treat diabetes (sefies 10,2 and 16.4). A PCT

international patent application and New Zealand patent application is pending for each invention. --

"FacaCell Pty 1td -

i . Directed to the use of fiver-associated cells (such as gall bladder cells) that secrete factor Vitl and other

. liver secretory factors, to treat fiver disorders. Also induded is a spedific method of culturing hepatocytes .
(and non-hepatocytes). The New Zealand application has been accepted and will proceed to grant shortly.

- APCT international application is pending; national phase entry is due on 30 September 2006.

‘Living Cell Products Pty ttd
Areas of lung cell delivery
‘modes, pig breeding and

cell encapsulation

methods -

Direcled to the use of encapsulated cells for the treatment of cystic fibrosis, and to a
- delivery device cornpnsung the encapsulated cells. A patent is granted in New Zealand
and applications ate pending in the United States, Europe, Singapore and Australia.

_Direciled to a method of breeding disease-free and (specifically fow PERV) Auckland Island pigs and ce“
and tissues from the pigs for use in xenotransplantation. An international PCT application and a New

| Zealand application are pending,

Directed to a-new method of encapsulating cells for xenctransplantation, A United States provisional

applica:ion.is pending. A PCT international application will be filed in October 2006.

@scmmmc PERSPECTIVES




o New patent applications

The following table outlines the new patent applications filed in the past year.

18 Apr 06
® p

7 Jun 06

) Chorond Plexus and uses thefeof _

' and therapeutlc uses

Swme populatmn and uses thereuf'

~ . [

1CY has ﬁled an application for the breedmg of Auckland tsland pigs with selected

characteristics, All pigs-have PERV, or pig'endogenous retroviruses. To date, there has beeng ’

o evidence of transm:ssaon of PERV to humans of live animals. LCT intends to lmpmve its
stock of pigs by selective breedmg of pigs. The intention is to have pig cells that have Iow -
amounts af PERY, no infectious virus and of selected blood types. LCT's bneed of p:gs are
highly sunable asa source of cells tor hyman therapeutics.

LCT filed a PCT appllcauon relating to the etfects of CP products on islets and use in non-
NS conditions. LCT's NiCell secretes many cell growth proteins and hormones. In addition
to developing NtCell.for the treatment of brain and nerve diseases, LCT has noted that the
factors that NtCell releases are able 1o enhance the growth of other cells induding islets,
skin fibroblasts and the cells that line blood vessels. NiCell may thus be useful in enhandng
the survival of islets during its preparation as @ human lherapeunr. NiCell may also be used
to keep endotheliat cells (cells tining blood vessels) viable, The endothelial cells produce
Fac:or i, the domng factor rmssmg ln those with haemophilia,

.'L

There is thus 3 new apphcanon (use) of NtCeII in the manufacturing of five ceﬂ therapeutac .

products. : .o
Chomld Piexus and uses thereof

LCT has filed an mtemauonal patent application (PCT} for a further lherapeunc use of
charoid plexus cells. The patent follows initial research studies confirming the prevenhon of
diabetes in-NOD mice using choroid plexus cells. The extension of the cornpany’s patent
portioho covers lhe use of choroid plexus celisina vanery of neuroprotecuve, autmmmune

> - .

Granted patents

The following patents were granted or allowed in the past year and their'expiry dates are 2021-2023,

Y

30 Jun 05

Singapore Preparation and-Xenotransplantation of Porcine islets
(Patent reference #906086, LCT Series 2.4) ) AR

30 Jun G5

Australia Preparation and Xenotransplantation of Pordine Islets

(Patent reference #28930/0, LCT Series 2.5) . iy W

8 Sep 05

New Zealand Pofcme Islets tor Xenotransplantation . oo

'(Patent reference #519540, LCT Series 4.1)

@ 6 Jun 06

usa LCT received a notice of allowance from the USPTO for the patent nﬂed

Preparation and Xenotransplantation of Porcine Islets

(uS 09/857325, Confirmation No 3318, LCT Series 2.6). This patent
extends LCT’s daims to methods of preparing islets and the treatment *
of diabetes. Collectively these are broad patent claims for the reatment
of diabetes using xenotransplantation (animal cell transplants).
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Michae! Yates Resigned 25 August 2006

Simon O'Loughlin

Roger Coats Resigned 16 March 2006
Charles Macek Appointed 16 March 2006
David Collinson

Raobert Elliott

Alfred Vasconcellos

Laune Hunter Appointed 25 August 2006

Directors have been in office since the start of the financial year to
the date of this report unless otherwise stated.

Company secretary
The following person held the position of Company Secretary at the
end of the financial year;

Nick Geddes FCA, FCIS

Nick is the principal of Australian Company Sewetaries, a company
secretarial practice, which he formed in 1993, He is a member of the
National Coundil of Chartered Secretaries Australia and Chairman of
the NSW Branch of that Institute, with previous experience as a
Chartered Accountant and Company Searetary, induding investment
banking and development and venture capital in Europe, Africa, the
Middle East and Asia.

Principal activities
The prindpal activity of the Group during the finandal year was:
*  the development of cell based medical treatments

There have been no significant changes in the nature of the Group's
principal activity during the finandal year.

Director information

Michael Yates

Non-Executive Chairman (resigned 25 August 2006}
BA(Hons) Leeds University UK
Age : 56

Mick Yates is a globally experienced CEO based in the United
Kingdomn. He has almost 30 years of experience with multinationals
in Europe, the USA and the Asia-Pacific. Mick was Procter and
Gamble's Regional Vice President based in Hong Kong and Japan.
He then joined Johnson & Johnson as Company Group Chairman

Asia-Padific Consurmer based in Singapore. In 2001 Mick returned
to the UK 1o set up his own leadership and strategy advisory
company, Leader Values Ltd.

Mick had been Director and Chairman of LCT since 15 Aprl 2004.
He was appointed Executive Chairman on 30 November 2004 and
since Novernber 2005 he held the position of Non-Exetutive
Chairman.

(After balance date, on 25 August 2006 Mick resigned {rom the
Board and was replaced by Laune Hunter as a new additional
independent director and Simon O'Loughlin was appointed
Chairman.)

Simon O'Loughlin

Independent Director (Chairman since 25 August 2006}
BA Acc

Age : 49

Simon O'Loughlin is a lega) practitioner with aver 25 years experience
as a corpovate and commerdat solicitor. He has had extensive involve-
ment in the corporate world, espedally in relation to the formation,
structuring and listing of small to medium sized compariies.

Simon is a Director of Aura Energy Ltd, Petratherm Ltd end WCP
Diversified Investments Ltd. In recent times he has been a Director
of Gowit Ltd (now Agincourt Resources Ltd). Simon is a Past
President of the Save the Children Fund (SA Division) and a Past
Chairman of Taxation Institute of Australia (SA Division).

Simon’s knowledge of Australian corporate law and Australian Stock
Exchange listing rules is critical for his role on the Board and its
committees.

Robert Elliott
Medical Director
MBBS, MD. FRACP
Age @ 72

Professor Elliott trained as a paediatrician at Adelaide University. He
moved to New Zealand in 1970 to become the Foundation Professor,
Department of Paediatrics at the University of Auckland. Professor
Ellioit co-founded LCT.

He is an Emeritus Professor of child health research, Professor of
Paediatrics and a world leader in diabetes and autoimmune related
research, Professor Elliott is on the Board of the New Zealand Child
Health Foundation and the Wings Trust (a NZ trust for the treatment
of alcohol and substance abuse). He is also patron of the NZ Cystic
Fibrosis Foundation. In 19993 he was awarded a CNZM (a Companion
of the New Zealand Order of Merit) for services to the community.

David Collinson

Executive Director and Chief Executive Officer

Age : 57

David Collinson is a New Zealand company director who, with

Professor Robert Elliott, founded LCT's research and development
adivity in 1987 when his son becarmne diabetic at the age of two.



David has contributed a substantial amount of private capital to the
establishment of LCT and has been instrumental in raising further
funding for the development and growth of LCT. He has been the
driving force behind the international development of the company.

David is a Director of J Collinson Lid and is also a director of severat
new biotechnology companies in the food and health sector. He also
founded the New Zealand Textile Importers Institute.

Alfred Vasconcellos

Executive Director, President & CEQ LCT BioPharma Inc
Bs-ES¢, MEM, HMD
Age : 50

Al Vasconcellos serves as President and CEO of LCT BioPharma. Prior
to LCT, Al was President and CEQ of Sertoli Technologies Inc, a
Sertoh cell therapy company and Chief Operating Officer of the ETEX
Corporation, a fully integrated company and a leader in the field of
cell and hard tissue regeneration with worldwide sales in the ENT,
orthopedic and dental markets. He was a co-founder of
CytoTherapeutics Inc, established the Strategic Market Development
Department for Pfizer in New York City and headed R&D for the
anesthesia and respiratory care division of Kendall.

Al is a medically trained engineer with a business degree from
Northwestem University.

Charles Macek

independent Director (Appointed 16 March 2006)
FCPA, 5F Fin, FAICD, FAIM, FCA B.Economics, MAdmin.
Age : 59

Charles has more than 30 years experience in finandal sesvices,
including insurance, stock broking, investment management and
vestment banking in Australia, New Zealand, UK, US and Japan.
Previously he was Managing Director of County Natwest Australia
Investment Management Ltd {now INVESCO) from 1985 to 1995
and was Chairman between 1995 and 2001. He was previously
involved in the investment banking industry with Wardleys and
Colorial Mutual.

Charles is cusrently Chairman of the Finandial Reporting Council (FRC),
a Director of Wesfamers Limited and Telstra Corporation Limited and
Chairman of Sustainable Investment Research Institute {SIRIS).

Laurie Hunter

Independent Director (Appointed: 25 August 2006)
MA (Hons)
Age © 59

Laune has over 35 years experience as a stockbroker, investment
banker and corporate investor in London, Paris and San Frandsco.
Laurie was a member of The Stock Exchange, London, a partner at
LMessel & Co, London, a director of Shearson Lehman Hutton and
founder of Hunter Capital.

His recent focus has been on investing in and providing strategic
adwice 10 developing companies.

Meetings of directors
During the finandal year, 12 meetings of directors were held.
Attendances by each director during the year were as follows:

Michael Yates 12 11
Simon O'Loughlin 12 12
Roger Coats 7 7
Charles Macek 6

David Collinsan 12 12
Robert Elfiott 12 12
Alfred Vasconcellos 12 12

Business review

Principal activities

The principal activity of the Group during the financal year was:
» the development of cell based medical treatments

There have been no significant changes in the nature of the Group's
principal activity during the linancial year.

Corporate structure

The compantes within the economic entity make up a vertically
integrated cell therapy business operating globally, through offices
in Australia (Country of Incorporaticn), New Zealand and the United
States. The economic entity is a public listed company (ASX : “LCT")
incorporated and domiciled in Australia, with David Collinson as
Group CEQ.

The economic entity has three distinct operating divisions:

The research and produdion division is located in Auckland, New
Zealand. This unit is headed by Dr Paul Tan who has extensive
intemational experience in operating research fadlities, conducting
dinical studies and managing intellectual property portfolics.

The product development division is located in Rhode Island,

USA, headed by Alfred Vasconcellos whose experience with
CytoTherapeutics, Pfizer and Sertoli is well suited to leading the
company through the regulatory pathways of the FDA and negotia-
tions with major phammaceutical companies. The design of the last
stages of pre-dinical trals is citical to gaining acceptance from the
regulatory authonties,

Corporate affairs are managed between Auckland for finandal

control and reporting (under the management of Richard Justice,

an expenenced CFO with public company experience fcr companies
listed in New Zealand, Canada and the United States), Sydney for
company secretanal matters and corporate govemance (with Nick
Geddes as Company Secretary) and the Melboume based office
{managed by LCT Australia's General Manager Paris Brooke) focusing

on investor relations.
CORPORATE INFORMATIO:_@



Employees
As at 30 June 2006 the Group employed 45 staff. (2005: 35).

Review of operations

The business of Living Celt Technologies Ltd ("LCT") began in a quest
for a treatment for type 1 diabetes that would not only minimise or
replace daily injections of insulin but also avoid the long term
complications created by the disease.

The company has since developed into a biotech manufacturing
company with a unique intemational infrastructure and a suite of
products ready 1o enter human dinical trals,

it is the view of the Board of Directors that the company is now
poised to make significant progress towards the commerdalisation

of the company’s products, resulting from the company's focus on
the implantation of heatthy living cells to replace, repair or regenerate
diseased or damaged organs. Treatment with LCT's cell products does
not require the use of toxic drugs to prevent rejection.

The company’s product portfolio facuses on treatments for
neurological disorders such as Huntington's disease, type 1 diabetes
and haemophilia.

LCT's competitive advantages in the field of transplantation of living
cells for the controlled, long term delivery of therapeutic proteins
without immunosuppressive drugs indude a spedalised source

of cells from a designated pathogen free herd, GMP cell processing
and manutacture, proprietary alginate encapsulation technaology and
a strong palent position.

Importantly LCT owns its source of its cells, the spedialised herd of
Biocert® pigs, which are of the highest health and disease-free status.

In addition, to address the regulatory requirements for xenotranspla-
ntation, LCT has established a suite of diagnostic tests and a
screening strategy for monitoring its donor herd of Biocent® pigs,
maintaining their disease-free status and documenting their health
data accurnulated over the past 3 years. The same suite of lests also
form part of a program for transplant recipients which LCT expects to
be acceptable to regulatory bodies as it is now based on expenience
and data from patients who have received live cefl transplants.

During the finandal year ended 30 June, 2006 LCT completed and
announced results for pre-clinical studies for its two lead products;
DiabeCell* for type 1 diabetes and NeurotrophinCell for Huntington's
disease.

The company has expended its funds primarily in the pre-clinical
development of its lead products.

During the year the following grants were announced:

= New Zealand Trade & Enterprise (NZTE) awarded a NZ3480,000
grant 1o help progress the development of cell based therapeutic
products

=  Cure Kids New Zealand awarded a NZ$100,000 grant to pursue
the company’s program of liver cell transplantation treatment of
the inhesited bleeding disorder, haemophilia.

&‘DRPORATE INFORMATICN

*  Foundation for Research, Science and Technology awarded
a grant of NZ$2,730,000 to further build the company's cell
production capability to meet clinical trial and market demands.

These granis total NZ$3,3 10,000, which equates to approximately
$2,704,000 AUD. Grant daims are submitted by the company on the
achievement of certain pre-identified milestones. In the finandal year
ended 30 June 2006 a total of $186,962 had been receved, leaving
a balance of approsimately $2,517,000 to be received by the
company in the future, an the completion of the requirad milestones.

Operating results

The consolidated loss of the Group amounted to $6,819,611.
(2005: Loss of $6,426,653).

Financial review

Financial position
The net assets of the Group have decreased by $1,338,496 from
$3,135,554 to $1,796,058 in 2006. The decrease has largely resulted
from the following factors:
—  Share Capital increasing by $5,148,578 from $19,536,574

to $24,685,152

—  Whereas the result for the year was a loss of $6,819,611.

Cash from operations

Net cash outflow from operating activities moved from $6,094,932
in the previpus period 1o 36,610,850, an increase of 8% in line with
the increased operational activities within the Group.

Liguidity and funding

As at 30 June 2006 the Group had £2,956,379 cash in the bank,
compared to §2,648,491 as at the previous year end, which based
on historical levels of operational cash flow requirements would allow
the Group to fund current operations for approximately 5 months,
which is consistent with the position at the previous year end.

There is an-going activity to secure additionat investrment funding
which will be raised at appropriate times to support future growth
and development of the business. Since balance date an amount
of $680,992 in share capital has been received, being the balance
of the $2,800,000 capital raising round concluded just prior to
balance date.



Remuneration report

This report details the nature and amount of remuneration for each
director of Living Cell Technologies Limited, and for the executives
receiving the highest remuneration,

Remuneration policy

The remuneration policy of Living Cell Technologies Limited has been
designed to align director and executive objectives with shareholder
and business objectives by providing a fixed remuneration
compenent and offering spedific long-term incentives based on key
performance areas affecting the Group's financial results. The Board
of Living Cell Technologies Limited believes the remuneration policy
10 be appropriate and effective in its ability to attract and retain the
best executives and directors to run and manage the Group, as well
as create goal congruence between directors, executives and
shareholders.

The Beard's policy for determining the nature and amount or
remuneration for the Board members and sentor executives of the
Croup is as follows:

= the remuneration policy, setting the terms and conditions for the
executive directors and other senior executives, was approved
by the Board after seeking professional advice from independent
external consultants.

«  all executives receive a base salary {which is based on factors
such as length of senvice and experience) plus where
appropnate superannuation, fringe benefits, options and
performance incentives.

* the Board reviews executive packages annually by reference
to the Group's performance, executive performance, experience,
length of service and comparable information from industry
sectors.

The policy is designed to attract the highest caliber of executives
and reward them for performance that results in long-term growth
in shareholder wealth,

The contracts for service between the company and key management
personne) are on a continuing basis, the terms of which are not
expected to change in the immediate future. Any options not
exercised before or on the date of termination lapse.

Executives are also entitled to participate in the employee share
option amangements.

The Australian based directors and executives receive a
superannuation guarantee contnbution required by the government,
which is cumently 9%, and do not receive any other retirement
benefits, Some individuals, however, have chosen to sacrifice part
of their salary to increase payments towards superannuation.

All remunertation paid to directors and executives is valued at the
cost to the company and expensed, Shares given to directors and
executives are valued as the difference between the market price

of those shares and the amount paid by the director or executive.
Options are valued using the Black-Scholes methodology, with model
inputs for options granted in the year ended 30 june 2006 induding
volatifity, exercise price, market price, option expiry date and risk free
interest rate.

The Board policy is to remunerate non-executive directors at market
rates for time, commitment and responsibilities. The Board -
determines payments to the non-executive directors and reviews
their remuneration annually, based on market practice, duties and
accountability. Independent extemal advice is sought when required.
The maximum aggregate amount of fees that can be paid to non-
executive directors is subject to approval by shareholders at the
Annual General Meeting. Fees for non-executive directors are not
linked to the performance of the Group. However, to align directors’
interests with shareholders’ interests, the directors are encouraged
1o hold shares in the company and are able to participate in the
employee option plan.

Key management personne]

Names and positions held of economic and parent entity key
management personnel in office at any time during the finandal year
are:

David Collinson Director & Group CEQ

Al Vasconcellos Director & CEO LCT BioPharma

Robert Elliott Medical Director

Richard Justice Chief Financial Officer

Paul Tan Managing Director Living Cefl Technologies
New Zealand Lid

Paris Brooke General Manager LCT Australia

DOwaine Emerich VP of Research and Chief Sdentific Officer

Chris Thanos Director of Research LCT BioPharma Inc

CORPORATE INFORMATION 3



Details of remuneration for the year ended 30 June 2006

Short Term Benefits
Salary Fees & - Cash Bon

P - Commissions .

Post Employment Benefits Equity

[Directors - T , ]
Michael Yates $112,500 ' $58,582  $171,082
Simon O'Loughtin $42,368 . $3,561 $19527  $65456
Roger Coatst"” $32,047 ‘ 12,632 : $34,679
Charles Macek® $12,500 $12,500
David Collinson $196,822 ’ $196,822
Al Vasconcellos $356,035 368345  $424,380
Robert Elliott $187,258 $187,:258
$939,530 50 50 $6,193 $0 $146,454  $1,092,177
{Spedified Executives ] . o {
Richard Justice $233,368 ' £22978  $256,346
Paul Tan $206,018 © $39054 3245072
Paris Brooke 110,000 $9,900 $119,900
Dwaine Emerich $233,366 . $750 $234.116
Chris Thanos $142,424 ' 31,250 3143674
$925,176 30 $0 £9,900 50 $64,032  $999,108

(1) Roger Coats resigned 16 March 2006.
(2} Chares Macek appainted 16 Macch 2006

Details of remuneration for the prior year ended 30 June 2005

Short Term Benefits Post Employment Benefifs Equity

Br oo

I_EJi(eétOfs

Michae! Yates $125,036 L $104,003 °  $229,039
Simon OLoughlin $40,947 R $4215 $34668  $79,830
Roger Coats $205,005 D ] £10,652 - $215657
Charles Macek o R _ Lo %0
David Collinson g17139) - 0 - B T 871,391
Al Vasconcellos $316,.888 3 3121337 3438225
Robert Efliott 3163891 . o _ $163,891
$1,023,158 o 50 $14,367 50 $260,008  $1,298,033
| Specified Executives ' R o ; _ |
Richard Justice!” $100737 - T $100737
Paul Tan $212,778 _ _ o $69,336  $282,114
Paris Brooke™® $24,979 L . "$24,979
Dwaine Emerich® ST : - 80
Chiis Thangs® R
$338,494 50 50 50 $0 $69,336  $407,830

(1) Richard Justice appointed CFO on 10 Novernber 2004.
{2) Pars Brooke was appointed General Manager LCT Australia Pty Ltd on | Apdl 2005.
(3) Dwaine Emexich and Chris Thanos were not Speafied Executives in the year ending 30 June 2005.
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Compensation options for the year ended 30 June 2006

Options granted as compensation to directors and key management personnel during the financial year:

Key Management -~ Vested No.

Personnel

|Specified Executives R ‘ N . : DA ]

Richard Justice 175,000 175,000 6-jul-0s $0.1313 £0.24 15-Nov-05
Richard Justice - 150,000 16-Mar-06 $0.1214 $0.30 9-Mar-07
Dwaine Emerich - 50,000 18-Mar-06 $0.1724 $0.23 16-Mar-08
Chris Thanos - 30,000 17-Mar-06 $0.1724 023 16-Mar-08

Total 175,000 405,000

Compensation options for the prior year ended 30 June 2005

Options granted as compensation to directors and key management personnel during the previous financial year:

BN R
] é‘i: Datg%

lDirectors A . i
Michael Yates . 450,000 28-0c-04 $0.36 1030 15-Nov-05
Simon Q'Loughlin 150,000 28-0c-04 $0.36 10.30 - 15-Now05
Alfred Vasconcellos 525,000 28-0a-04 $0.36 $0.30 15-Nov-05

- 1,125,000
[Specified Executives - B , ‘ ]
Paul Tan 300,000 28-0ct-04 $0.36 $0.30 15-Nov-05
Total - 1,425,000

Compensation options

Options usually vest within one to two y=ars of grant
date and expire within three to four years of vesting.
Options granted to date have not been subject to

[Directors - o ‘ j performance conditions and are part of the
Michael Yates 34.2% f0 remumeration packages. Options may be granted to
Simon O'Loughlin 29.8% 10 key management persannel with more than six
Roger Coats 00% %0 months’ fulltime sevice.
Charles Macek 0.0% 30
David Collinson 0.0% %0
Al Vasconcellos 16.1% $0
Robert Elliott ‘ 0.0% 30

13.4% $0
| Specified Executives ] - ‘ . B
Richard lustice 9.0% $12,818
Paul Tan 15.9% 10
Pans Brocke 0.0% 30
Dwaine Emerich 7 0.3% £7.370
Chris Thanos 0.9% $4,422

6.4% $24,610
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Options and rights holdings as at year end 30 June 2006

Number of options held by directors and key management personnel at the year end:

Balance
l-Jquosr

Bl -~ . - . ]

Michael Yates 450,000 - - - 450,600

Simon O'Loughiin 150,000 150,000
David Collinson 2,123,300 2,123,300
Al Vasconcellos 525,000 525,000
Robert Elliott 2,123,300 2,123,300
5.371,600 - - - 5,371,600

[Spedified Executives I o o
Richard Justice 325,000 325,000
Paul Tan 300,000 300,000
Dwaine Emerich 50,000 50,000
Chris Thanos 30,000 30,600
300,000 405,000 - - 705,000

Total 5,671,600 405,000 - 6,076,600

Options and rights holdings as at prior year end 30 June 2005

Number of options held by directors and key management personnel at the prior year end:

[Orectors ‘ : ; i

Michael Yates 450,000 - - 450,000
Simon O'Loughlin 150,000 150,000
David Collinson 2,123,300 2,123,300
Roger Coats 1,498,720 1,498,720
Al Vasconcellos 525,000 525,000
Robert Elliott 2,123,300 ' 2,123,300
5,745,320 1,125,000 - - 6,870,320
[Specified Executives L - ' . o
Paul Tan 300,000 300,000
Total 5,745,320 1,415,000 - - T.170,320
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Shareholdings

Number of shares held by key management personnel at year end:

Michae! Yates 1,033,301 - - - 1,033,301
simon O'Loughlin 210,000 210,000
Charles Macek® - 300,000 300,000
David Collinson 9,521,352 341,790 9,863,142
Al Vasconcellos 115,031 115,031
Robert Elliott 1,862,638 103,000 1,965,638
12,742,322 - - 744,790 13,487,112

{Specified Executives ' . N R ey
Paul Tan 106,000 20,000 120,000
Dwaine Emerich - 75019 75,019
100,000 - - 95,019 195,019
Total 12,841,322 - - 839,809 13,682,131

(1) "Net Change/Other” refers to shares purchased or sold during the finandial year,
(2) Cheres Macek's shares held within his Superannuation Fund.

Options

A the date of this report, the unissued ordinary shares of Living Cell
Technologies Limited under option are as follows:

25/03/04 30/06/10 0.21 9,232,820

03/11/04 30/06/08 022 1,000,000
03/11/04 30/06/08 0.22 873,250
27/08/04 30/06/10 0 3,233,330
28/10/04 30/06/10 0.30 1,625,000
06/07/05 14/11/11 0.24 175,000
16/03/06 09/03/09 0.30 150,000
16/03/06 16/03/11 023 210,000

16,499,400
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indemnifying officers or auditors

Insurance premiums paid for directors

The company has paid insurance premiums to insure directors and
officers against liabilities for costs and expenses incured by them in
defending any legal proceedings arising out of their conduct while
ading in the capadty of director of the company, other than conduct
involving a willful breach of duty in relation 1o the company. The
amount of the premium was $35,401.

Proceedings on behalf of company

No person has apphed for leave of court 1o bring proceedings on
behalf of the company or intervene in any proceedings to which the
company is a party for the purpose of taking responsibility on behatf
of the company for all or any pant of those proceedings.

The company was not a party to any such proceedings during the
year.

Corporate governance

In recognising the need for the highest standards of corporate
behaviour and accountability, the directors of Living Cell Technologies
Limited support and have adhered 1o the principles of corporate
govemance. '

The company’s Carporate Governance Statement is contained
on pages 38-40 of this annual report.

Othert items

Adoption of Austvalian equivalents to IFRS — reporting

As a result of the introduction of Australian equivalents to
International Financiat Reporting Standards (AIFRS), the company's
financial report has been prepared in accordance with these
Standards. A reconiliation of adjustments asising on the transition
to AIFRS is included in Note 23 to this report.

Significant changes in state of affairs

The following significant changes in the state of affairs of the parent

entity occurred during the financial year:

(i} On 9 August 2005 the company raised $2,300,000 through
a placement of ordinary shares to existing shareholders.

(i} An additional amount of $3,040,000 as additional share capital
was raised on 11 fanuary 2006 with US shareholders.

(i) On 28 June 2006 a financing of $2.8m was conduded that
induded $2,053,800 as a convertible note, with the completed
transaction incdluding a further §785,842 as share capital, of
which $105,850 was received prior to year end, with the balance
of $680,992 receved in July 2006, post year end.

%DRPORATE INFORMATION

After balance date events

On 5 July 2006 it was announced that Living Cell Technologies

Ltd had received a Notice of Allowance for a US patent relating to
methods of preparing transplantable neo-natal porcine islets, for the
treatment of diabetes.

The completion of the $2.8m funding transaction was announced an
7 July 2006, which induded the convertible note of $2,053,800 that
was settled on 28 lune 2006. This together with $104,850 in share
capital was received before 30 lune 20086, and is included in the
balance sheet. Since balance date the remainder of the placement
of the funds was received to complete the round, amounting to an
increase of $680,992 in share capital.

On 24 August 2006 the company announced it had lodged an
application with the New Zealand regulatar Medsafe to conduct a
Phase 1/ila dinical trial of its type 1 diabetes cell therapy product
DiabeCell®.

An additional independent Director, Laurie Hunter, was appointed

to the Board on 25 August 2006 to replace Mick Yates who resigned

as Non-Executive Chairman. Simon O'Louglin, an independent
Director on the Board, was appointed Chairman.

Except for the above, no other matters or drcumstances have arisen
since the end of the financia! year which significantly affected or may
significantly affect the operations of the Group, the results of those

operations ar the state of affairs of the Group in future financial years.

Non-audit services

There were no non-audit services provided by the entity's auditor,
PKEF.

Auditor’s independence declaration

The Lead Auditor's Independence Dedaration for the year ended
30 June 2006 has been received and can be found following the
Oirectors’ report.

Signed in accordance with a resolution of the Board of Directors.
[ /(,,f_,.' |

Simon O'Léghlin

29 September 2006



v Auditor's independence declaration

l; -
Chartered Accountants ” '
& Business Advisers ¢ -
I
g
i
LEAD AUDITOR'S INDEPENDENCE DECLARATION e
UNDER SECTION 307C OF THE CORPORATIONS ACT 2001
To the directors of Living Cell Technologies Limited t
1 declare that, to the best of my knowledge and belief, during the year ended 30 June 2006 N
there have been:
{i) no ceniraventions of the auditor independence requirements as set out in the Corporations |,
Azt 2001 in refation o the audit; and :
{il no contraventions of any applicable code of pralessional conduct in relation to the avdit. °
“
/ #
L 4 .
PKF . -
—
Arthur Milper ’
9 Partuer "
Sydney, 29 September 2006 ,
@
. Y
Ted: 61 2 9251 4100 | Fax 61 2 9240 9821 | waw pkt.com.au
Mew South Wales Partnership { ABN 83 236 985 726 )
Lavel 10, 1 Margaret Street | Sydney | Hew South Wales 2000 | Australia 9
DX 10472 | Sycney Stock Exthange | Hew South Wales
. . Liability #mnited by a scherne approved under Professional Standands Legistation

En T < " T T T T
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Corporate governance statement

The comparny was admitted to the Australian Stock Exchange (ASX)
on 1 September 2004 and it was proposed that ali of the best
practice regommendations of the ASX Corporate Govemance Councit
would be implemented during the finandal year ended 30 June
2005. Implementation of the Corporate Governance Policy is

in progress and the current status is summarsed below:

The Board of Directors of the company is responsible for the
corporate govemance of the consolidated entity. The Board guides
and monitors the business and affairs of the company on behalf of
the shareholders by whom they are elected and to whom they are
accountable.

The format of the Corporate Governance Statement is unchanged

in comparnson to the previous year, when the statement had been
modified due to the introduction of the ASX Corporate Govemance
Cound''s (the Coundil's) “Principles of Good Corporate Govemance
and Best Practice Recommendations” (the Recommendations).

In accordance with the Council's Recommendations, the Corporate
Governance Statement must now contain certain spedific inforrmation
and must disclose the extent to which the company has followed the
guidelines during the period. Where a recommendation has not been
followed, that fact must be disclosed, together with the reasons for
the departure. These disclosures have been updated for the current
year where drcumstances have changed. The Corporate Govermnance
Staternent for Living Cell Technologies Ltd is now structured with
teference to the ASX Corporate Govemnance Councif's principles and
recommendations, which are as follows:

Principle 1.  Lay solid foundations for management and oversight
Principle 2. Structure the Board to add value

Principle 3.  Promote ethical and responsible decision making
Principle 4. Safeguard integrity in finandal reporting

Principle 5.  Make timely and balanced disclosure

Principle 6.  Respect the rights of shareholders

Principle 7. Recognise and manage risk

Principle 8.  Encourage enhanced performance

Principle 9. Remunerate faily and responsibly

i’rinciple 10. Recognise the legitimate interests of stakeholders
Living Cell Technologies Ltd's corporate governance practices were
in place throughout the year ended and were fully compliant with

the Council's best practice recommendations apart from the following
recommendations:

Recommendation 2.1 A majority of the Board should be
independent directors

Due to the size of the company, and the strategic relationships,

the directors have determined that it is inappropriate to increase the
number of directors to the size where there can be a majority of
independent directors. However, this dedision does not limit the size
of the Board, nor predude the appointment of additional
independent directors in the future.

1] CORPORATE INFORMATION

AL present three out of the total number of directors on the Board
(six} are independent. ie. 50%.

Recommendation 2.2 The Chairman should be an
independent Director.

The Chairman, Michael Yates, was an independent Director until his
appointment as Executive Chairman on 30 November, 2004. He
subsequently stepped down from being Executive Chairmman to
becorme Non-Executive Chaimman in Novernber 2005 and more
recently, on 25 August, 2006, he resigned as Chairman.

The Board's new Chairman is Simon O'Loughlin, who & an
independent Director.

Recommendation 2.4 The Board should establish a
Nomination Committee and structure the Nomination
Committee so that it consists of a majority of independent
directors and at least three members.

The Board established a Nomination Committee, but at the time

it was not possible to meet the recommendation of having at least
three members, the majority of which are mdependent, due 1o the
Board structure then in place.

With the appointment of Chares Macek as an additions! independent
Director on 16 March 2006 the Board now has a Nomination
Committee that meets this recommendation.

Recommendation 43 The Board should establish an Audit
Committee and structure the Audit Committee so that it
consists of only non-executive directors, a majority of
independent directors and at least three members.

The Board established an Audit Committee, but due to the size of
the Board it is not possible 10 meet the recommendation of having
at least three members, the majority of which are independent

Restrictions imposed on individual directors as a result of the
Sarbanes-Oudey regime limit the number of audit commiittees they
can be members of, which has resulted in the LCT Board's being
unable to involve all the independent directors, due to audit
committee responsibilities with other companies.

Recommendation 8.1 Disdose the process for performance
evaluation of the Board, its committees and individual
directors and key executives.

The company has no formal Board/Committee/Director evaluation
process at present,

Recommendation 9.2 The Board should establish a
Remuneration Committee and structure the Remuneration
Commiittee so that it consists of a majority of independent
directors and at least three members,

The Board established a Remuneration Committee, but at the time
it was not possible to meet the recommendation of having at least
three members, the majority of which are independent, due to the
Board structure then in place.



with the appointment of Charles Macek as an additional independent
Director on 16 March 2006 the Board now has a3 Remuneration
Committee that meets this recommendation.

For further information on corporate govemance polices adopted
by the company, refer to our website: wwwilctglobal.com

Board composition

The skills, experience and expertise relevant to the position of director
held by each director in office at the date of the annual report is
induded in the Directors’ Report under the heading “Director
information” on page 28. Diredors of Living Cell Technologies Limited
are considered to be independent when they are independent of
management and free from any business or other relationship that
could materially interfere with — or could reasonably be perceived to
materially interfere with ~ the exerdise of their unfettered and
independent judgement.

In the context of director independence, "matenality” is considered
fronrt both the company and individual director perspective.

The names of the independent directors of the company are:
Simon O'Loughlin

Charles Macek (appointed 16 March 2006)

Laurie Hunter (appointed 25 August 2006)

Independent directors have the right to seek independent
professional advice in the furtherance of their duties as directors at
the company's expense. Written approval must be obtained from the
Chairman prior to incuming any expense on behalf of the company.

Securities trading policy

The company's policy regarding directors and employees trading in
its securities 15 set by the Board. The policy restricts directors and
employees from acting on material information until it has been
released to the market and adequate time has been given for this
to be reflected in the security’s prices.

Audit committee

An Audit Committee has been formed and s responsible for:

= opverseeing and appraising the quality of the extemal audit and
the intemal control procedures, espedally in the following areas:

- finandal reporting and practices;

business ethics, polides and pradiices;
- accounting polides; and
- management and intemal controls;

= providing, through regular meetings, a forum for communication
between the Board, senior finanda! management staff involved
in internal control procedures and the exteral auditors; and

= enhandng the cedibility and objectvity of finandal reports with
other interested parties, induding creditors, key stakehoiders and
the general public

The Audit Committee comprises a minimum of one indapendent
Director who will chair the meetings. (Simon O'Loughlin). The Chief
Executive Officer (CEQ), the Chief Finandal Officer (CFO) and the
Company Secretary may be invited to attend the meetings but are
not members of the committee.

The Audit Committee will meet independently of all employees
of the company and with the external auditors at least once a year.

Remuneration policy

It is the company’s objective to provide maximum stakeholder benefit
from the retention of a high quality board and executive team by
remunerating directors and key executives fairly and appropriately
with reference to refevant employment market conditions. The
expected outcomes of the remuneration structure are:

~  retention and motivation of key executives

— attraction of quality management to the company.

A full discussion of the company’s remuneration philosophy and
framework and the remuneration received by directors and executives
in the cument period, please refer to the remuneration report, which
is contained within the Directors’ Report.

There is no scheme to provide retirement benefits, other than
statutory superannuation, 1o non-executive directors.

Remuneration committee

The Board is responsible for determining and reviewing compensation
arangements for the directors themselves and the chiel executive
officer and the executive team.

A Remuneration Committee has been formed to:
» set polidges for senior officers’ remuneration;
* set polides for directors’ temuneration;

= make spedfic recommendations to the Board on remuneration
of directors and senior officers;

* set the terms and conditions of employrnent of a CEG;

= undertake a detailed review of the CEQ's performance, at least
annually, induding setting, with the CEQ, goals for the coming
year and reviewing progress in achieving these goals; and

=  approve the recommendations of the CEQ on the remuneration
of all line managers.

The Remuneration Committee comprises two independent directors
and the Remuneration Committee does not contain any executive
directors. The Remuneration Committee presently comprises Simon
Q'Loughlin and Charles Macek, both independent directors.
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Compliance committee

A Compliance Committee will be formed to be responsible for:
= setting reviewing and ratifying corporate compliance policies;
» overseeing the implementation of a corporate compliance
system including, but not limited to:
— Thquidity;
— finanoal and secretanal;
— tax retums;
— licences and pemmits;
— safety;
— environment;
— industrial relations, including employment contracts;
~ quality assurance, including good manufacturing practice;
- trade practices;
~ pvacy,
— insurance;
~ risk management; and
— equal opportunity and anti-discrimination;
* refering to the Board, if necessary, any substantial matters
arising from compliance reviews.

The Compliance Committee will compnise of at Jeast one independent
director. The CEQ will also be a member of the Committee and act
as Chaimman. Additionally, the Company Searetary wall be a member
of the Committee.
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Nomination committee

A Nommation Committee has been formed to:

devise criteria for board membership;

identify specific candidates with skills for nomination;
provide advice on corporate govemance;

make recommendations to the Board for new directors
and membership of corporate govemance committees;
assist the chairperson in advising directors about their
performance and possible retirement; and

monitor management succession plans, including the CEQ
and line management.

The Nomination Committee presently comprises Simon O'Loughlin
and Charles Macek, both independent Directors. The CEQ is not a
member of the Nomination Committee.

Scientific committee

The Scentific Committee has been formed and is responsible
for review and reporting to the Board of:

scentific developments and improvements;
regulatory matters associated with the sdence;

feasibility of commercialisation and research of existing and
new products; and

patents and other intellectual propesty developments.

The Sdentific Committee is chaired by an independent adviser to
the Board. The CEQ 15 not a member ol the Sdentific Committee.
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Income statement
For year ended 30 lune 2006 Consolidated Parent‘
2006 l 2005 2006 2005
s 3 3 3

Revenue — trading 1,307 ‘4,542 458 3,469
COther incorne 290,740 221,313 87,992 95,765
Salaries and employee benefits expense {3,561,682) (3,273,0!0) (378,118) {526,006)
Deprediation {188,344} (146,558) - (122}
Finance costs {1.862) (7,643) {1,103) (7.643)
Transport costs {21,871} (12,339) - -
Advertising (34,438) (108,534) (2,707) (2,001)
Lease expenses (8.0186) (11,305} - -
Research and development (LoT,512)  (1,369,147) (608) -
Writedown loans to recoverable amounts - 46,134 {5.,352,275} (4223197}
Rent expense (318,616) (162,788) - (3.700)
Travel expenses (302,107) (288,792} {167,208} (57555}
Professional fees (752,957) (767732) (634,756) (493,538)
Printing and stationery (58,718) (16,986) (35,177} -
Telecommunications {82,833) (44,391) {5.885) -
Foreign currency gains (Josses) (278,406) - 3,1m -
Other expenses (424,296} .  (489437) (224,275) (72,564)
Loss before income tax (G,bIB,Gll) 7 (6,426,653) (6,640,391) (8,287092)
Income tax expense - ’ - - -
Loss attributable to members (6.81!5,611) (6,426 ,653) (6,640,391) (8,287,092}
of the parent entity -
Eamings Per Share:
Continuing operations:
Basic & diluted eamings per share {cents per share) 5 (6.30) (7.70) - -
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Balance sheet

RS —

For year ended 30 June 2006 [ Note i Consolidated Parent|
2006 2005 2006 2005
3 3 4 s
ASSETS
Current assets
Cash and cash equivalents 2,956,379 2,648,491 2,525,651 1,777,196
Trade and other receivables 1,217 42,864 4,885 16,321
Inventories 32,488 16,308 - -
Other assets 12,430 10,166 - 61
Total current assets 3,002,574 2717829 2,530,536 1,793,578
Non-current assets
Trade and other receivables 6 - - - 30,777
Property, plant and equipment 10 939,361 882,387 - 10,303
Biological assets 11 306,229 344,498 - 344,498
Total non-current assets 1,255,590 1,226,885 . - 385,578
TOTAL ASSETS 4,258,164 3,944714 2,530,536 2,179,156
LIABILITIES
Current fiabilities
Trade and other payables 13 512,753 740,360 114,647 380,101
Interest bearing liabilities 14 - 23,904 - -
Provisions 15 61,935 .42,110 - -
Total current liabilities 574,688 806,374 - 114,647 380,101
Non-current liabilities _
interest bearing liabilities 16 - 1,887,418 2,786 1,887,418 -
Total non-current liabilities " 1,887,818 2,786 1,887,418
TOTAL LIABILITIES 2,462,106 809,160 2,002,065 380,100
NET ASSETS 1,796,058 3,135,554 528,471 1,799,055
EQUITY
Issued capital 19 24,685,152 19,536,574 24,685,151 19,536,575
Reserves 20 654,247 329,344 626,858 329,344
Accumulated losses 20 (23,583,301)  (16,730,364) (24,783,539)  (13,066,864)
TOTAL EQUITY 7 1,796,058 3,‘135,554 528,47 1,799,055

FINANCIAL INFOR.MATION/@
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9 Statement of changes in equity

For year ended 30 June 2006 | 2006 Consolidated ,
Ordinary Accumulated Foreign Currency  Option Convertible Total
Shares Losses Translation Reserve Instruments
- Reserve Reserve
$ : s ‘ 3 s s H
Balance at 1 July 2005 19,536,574 (16.730,364) - 329,344 - 3,135,554
Shares issued during the year 5,427,486 - - - - 5,427,486
Prafit atiributable to members - (6,819,611} - - - (6,819,611)
of parent entity
Transaction costs (278,908) - - - - {278,908)
Equity portion of convertible note - - - - 77,384 77,384
Adjustments from translation ) - 6,634 27,389 - - 34,023
of foreign controlled entities
Option reserve on recognition - - - 220,130 - 220,130
of options expense 7
Sub-total 5,148,578 (6,812,977) 27,389 220,130 77384  (1,339,496)
Balance at 30 June 2006 24,685,152 (23,543.341) 27,389 549,474 71,384 1,796,058
" |
{ 2005 Consolidated E
Balance at 1 July 2004 8,982,350 (10,307767) - - - (1,325417)
Profit atiributable to members . - {6,097,309) - - - (6,097,309)
of the parent entity
Shares issued during the year 11,148,145 - - - - 11,148,145
Transaction costs (593,921) - - . - (593,921)
Adjustments from translation - 4,056 - - - 4,056
of foreign controfled entities
Option reserve on recognition - (329,344) - 329,344 -
of options expense :
Sub-total 10,554,224 (6.422,59?) - 7 329,344 - 4,460,971
Balance at 30 June 2005 19,536,574 (}6,730,364) - 329,344 - 2,135,554
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fFor year ended 30 June 2006

2006 Parent

- Ordinary Accumuiated bpﬁon ' Convertible Total
Shares Losses  Reserve Instruments
o B Reserve
. s s s $

Bafance at 1 July 2005 19,536,575 (18,066,864) 329,344 - 1,799,055
Shares issued during the year 5,427,485 - - - 5,427,485
Profit attnbutable to members - {6.640,391) - - {6,630,391)
of the parent entity
Transaction costs (278,908) - - - (278,908)
Equity portion of convertible notes - - - 77,384 77,384
Adjustments from transiation - (2,107) - - {2.107)
of foreign controlled entities
Transfers from retained eamings - {7a.177) - - (74.177)
Option reserve on recognition - - 220,130 - 220,130
of options expense
Sub-total 5,148,577 . (6,716,675) 220,130 77,384 (1.270,584)
Balance at 30 June 2006 24,685,152 (24,783,539) 549,474 77,384 528,47

2005 Parent

Balance at 1 July 2004 8,982,351 (9,779.772) - . (797.421)
Profit attributable to members - (7,957,748) - - (7,957,748)
of the parent entity

Shares issued during the year 11,148,145 - - . 11,148,145
Transaction costs (593,921) - - - (593,921)
Option reserve on recognition - (329,344} 320,344 - -
of options expense -

Sub-total 10,554,224 (8,287,092 329,344 - 2,596,476
Balance at 30 June 2005 19,536,575 {18,066,864) 329,344 ] - 1,799,055

(2) The above movement in the Parent's Retained Eamings in 2006 of ${74177)
relates to the transfer of the Pancelt branch operation from the parent company
to a wholly owned subsidiary, Pancell New Zealand Ltd.

FINANCIAL INFORMATION
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Cash flow statement

o4
. R

For year ended 30 June 2006 | Note ! Consolidated Parenti
2006 2005 2006 2005
s s s 3
Cash from operating activities:
Receipts from customers 1,470 5110 - -
Payments to suppliers and employees (6.625,221) (6,252,842) (6,451,814) (685,770)
Dividends received 239 - - -
interest received 103,522 160,059 87,991 18,066
Finance costs {90,860} (7,259) (90.101) (7643)
Net cash provided by (used in) 23 (6,610,850) {6,094,932) (6,453,923) (675.347)
aperating activities
Cash flows from investing activities:
Acquisition of property, plant and equipment (256,951) (417755) - -
Acquisition of biological assets - (45,955) - (45,955)
Net cash provided by (used in) (256,951) (463,710} - {45,955}
investing activities ' '
Cash flows from financing activities:
Proceeds from issue of shares 5,427,485 10,095,916 5,427,485 10,095,916
Proceeds from borrowings 2,053,800 - 2,053,800 (7.003,497)
Repayment of borrowings (26,690) (780,592) - -
Payment of transaction costs {278,907} (593,921) (278,507) (593,921)
Met cash provided by (used in) 7,175,688 8,721,403 7,202,378 2,498,498
financing activities
Net increase (decrease) in cash held 307,887 2,162,761 748,455 1,777,196
Cash and cash equivalents at beginning of year 2,648,490 485,730 1,777,196 -
Cash at end of financial year 2,956,377 2,648,491 2,525,651 1777196

@ FINANCIAL INFORMATION
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Notes to the financial statements

1. Statement of significant accounting policies

(a) General information

The finandial report is a general purpose finandial report that has
been prepared in accordance with Australian Accounting Standards,
Urgent Issues Group Interpretations, other authoritative pronounce-
ments of the Australian Accounting Standards Board and the
Corporations Act 2001,

The financial report covers the economic entity of Living Cell Techno-
logies Limited and controlled entities, and Living Cell Technologies
Limited as an individual parent entity. Living Cell Technologies Limited
is a listed public company, incorporated and domidled in Austraia.

The finandal report of Living Cell Technologies Limited and controlled
entities, and Living Cell Technologies Limited as an individual parent
entity comply with all Austrahian equivalents to International Financial
Reporting Standards (AIFRS}) in their entirety,

The following is a summary of the material accounting policies
adopted by the Group in the preparation of the finandial report. The
accounting polides have been consistently applied, unless otherwise
stated.

(b) Basis of preparation

(i) First-time adoption of Australian equivalents
to international Financial Reporting Standards

Living Celt Technologies Limited and controlled entities,

and Living Cell Technologies Limited as an individual parent
entity have prepared finandal statements in accordance with
the Australian equivalents to Intemational Finandiat
Reporting Standards (AIFRS) from 1 July 2005.

In accardance with the requirements of AASB 1: First-time
Adoption of Australian Equivalents to tntemational Finandial
Reporting Standards, adjustments to the parent entity and
consolidated entity accounts resulting from the introduction
of AIFRS have been applied retrospectively to 2005
comparative figures. These consolidated accounts are the
first finangal statements of Living Cell Technologies Limited
to be prepared in accordance with AIFRS.

The accounting policies set out belfow have been
consistently applied to all years presented. The parent and
consolidated entities have however elected to adopt the
exemplions available under AASB 1 relating to AASB 132:
Finandal instruments: Disclosure and Presentation, and
AASB 139 Finandial Instruments: Recognition and
Measurement.

Reconcihations of the transition from previous Australian
AGAAP to AIFRS have been included in Note 29 to this
report.

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE IEOO@

(d

(9

As at the date of this report there are a number of new

Australian Accounting Standards that have been issued, but
are not yet effective. The Group has assessed the impact of
these new standards and has concluded that they will have
no impact on the accounting policies applied by the Group.

(i) Reporting basis and conventions

The finandal report has been prepared on an accruals basis
and is based on historical costs modified by the revaluation
of selected non-current assets, finandial assets and finandal
liabilities for which the fair value basis of accounting has
been applied.

{iii) Going concern
The financial repoit has been prepared on the basis that
the Group is a going concem. The directors recognise that,
as with other research based companies, there is a
significant going concern nisk assaciated with the Group.
However, the directors consider the going concern basis
of preparation is appropriate because they are confident
that the Group will be able to secure sufficient investment
funding to enable the Group to continue to meel business
objectives. In this regard, initiatives being taken include
capital raising initiatives focused on raising additional share
capital from accredited investors, predominantly exsting
shareholders, high net worth individuals and qualified
professional investors. The Group is working with three
investment banks in the United States {on a non-exclusive
basis) to secure the required investment funding.

Principles of consolidation

A list of controlled entities is contained in Note 24 to the
financial statements. All controlled entities have a June finandal
year-end. .

All inter-company balances and transactions between entities
in the economic entity, indluding any unrealised profits or losses,
have been efiminated on consolidation. Accounting polides

of subsidiaries have been changed where necessary to ensure
consistendes with those polides applied by the parent entity.
A controlled entity is an entity Living Cell Technologies Limited
has the power 10 control the finandal and operating policies

of s0 as 10 obtain benefits from its activities.

Foreign currency transactions and balances

Functional and presentation currency

The functional currency of each of the Group's entities is
measured using the currency of the primary economic
environment in which that enlity operates. The consolidated
finandal statements are presented in Australian do'lars which
is the parent entity's functional and presentation curency.




Transaction and ba!anc.e.s - ®

Foreign currency transactions are translated into functional
currency using the exchange rates prevailing at the date of the
transaction. Foreign currency monetary items are translated at
the year-end exchange rate. Non-monetary items measured al
historical cost continue to be camied at the exchange rate at the
date of the transaction. Non-monetary items measured at fair
value are reported at the exchange rate at the date when fair
values were determined.

Exchange differences arising on the translation of monetary items
are tecognised in the income statement, except where deferred
in equity as a qualifying cash flow or net investment hedge.

Exchange differences arising on the franslation of nor-monetary
iterns are recognised directly in equity to the extent that the gain
or loss is directly recognised in equity, otherwise the exchange
difference is recognised in the income stalement.

Group companies

The finandial results and position of foreign operations whose
functional cumency is different from the Group's presentation
currency are translated as follows:

= assets and liabilities are translated at year-end exchange
rates prevailing at that reporting date;

= income and expenses are translated at average exchange
rates for the period; and

* retained eamings are translated at the exchange rates
prevailing at the date of the transaction.

Exchange differences arising on translation of foreign operations

are transterred diredtly to the Group's foreign currency translation @
reserve in the balance sheet. These differences are recognised in

the income statement in the period in which the operation is
disposed. )

{e) Comparative figures
When required by Accounting Standards, comparative figures
have been adjusted to conform to changes in presentation for
the current finandal year.

0

{) Cash and cash equivalents
Cash and cash equivalents include cash on hand, deposits heid
at call with banks, other short-term highly liquid investrments with
onginal maturities of three months or less.
{g) Inventories
Inventories consist of materials used in laboratory testing and are
measured at the lower of cost and net realisable value. (i)
. i
(h} Receivables

Trade receivables are recognised and carried at original invoice
armount less a provision for any uncollectible debts. An estimate
for doubtful debts is made when collection of the full amount is
no longer probable. Bad debts are writter-off as incurred.

- R e . . a

Property, plant and equipment
Each dass of property, plant and equipment is carried at cost or
fair value less, where applicable, any accumulated depreciation.

Plant and equipment

Plant and equipment are measured on the cost basis less
depreciation and impairment Josses.

Depreciation

The depreciable amount of all fixed assets is depreciated on
a diminishing value basis over their useful lives to the group
commending from the time the asset is held ready for use.
Leasehold improvernents are depredated over the shorter of

either the unexpired period of the lease or the estimated useful
tives of the improvements.

The depredation rates used for each dass of depredable

assels are:

Plant and Equipment 15%-31%
Fumiture, Fodures and Fittings 9%—26%
Motar Vehides 26%
Office Equipment 1160—48%
Leasehold improvements 9.5%

The assels’ residual values and useful lives are reviewed, and
adjusted if appropriate, at each balance sheet date.

Biological assets
Biological assets are initially recorded at cost.

Investments

Non-curent investments are carried at the lower of cost and
recoverable amount. The carrying amount of non-current
investments is reviewed annually by directors to ensure that it

is not in excess of the recoverable amount of these investments.

Finandial assets at fair value through profit and loss

A finandal asset is dassified in this category if acquired principally

for the purpose of selling in the short term with the intention

of making a profit Derivatives are also categonised as held for

trading unless they are designated as hedges. Realised and |
unealised gains and losses ansing from changes in the fair value |
of these assets are included in the income statemant in the |
period in which they arise. :

Loans and receivables

Loans and receivables are non-derivative finandal assets with
fixed or determinable payments that are not quoted in an active
market and are stated at amortised cost using the effective
interest rate method.

@NOTESTUTHE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2006
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Intangibles
Research and development

Expenditure during the research phase of a projed is recognised
as an expense when incurred. Development costs are capitalised
only when technical feasibility studies identify that the project wili
deliver future economic benefits and these benefits can be
measured reliably.

Development costs have a finite life and are amortised on a

systematic basis matched to the future economic benefits over
the useful life of the project,

{m) Recoverable amount

{n)

(o)

®

@

(s)

Non-current assets measured using the ¢ost basis are not cammed
at an amount above their recoverable amount and where a
canying value exceeds the recoverable amount, the asset is
written down.

Payables

Liabilities for trade creditors and other amounts are carried at
cost which is the fair value of the consideration to be paid in the
future for goods and senvices received, whether or not billed to
the consolidated entity.

Payables to related parties are carried at the principal amount.
interest, when charged by the lender, is recognised as an
expense on an acqual basis.

Leases

Leases are dassified at their inception as either operating
or finance leases based on the economic substance of the
agreernent so as 1o reflect the risks and benefits incidental
to ownership.

Interest bearing liabilities

All loans are measured at the principal amount. Interest is
charged as an expense as it accrues. Finance lease liability
15 determined in accordance with the requirements of AASB
117 “Leases”.

Provisions
Provisions are recognised when the Group has a legal or
constructive obligation, as a result of past events, for which it

is probable that an outfiow of economic benefits will result and
that outflow can be reliably measured.

Contributed equity

issued and paid up capital is recognised at the fair value of the
consideration received by the carmpany. Any transaction costs
arising on the issue of ordinary shares are recognised directly
in equity as a reduction of the share proceeds received.

Revenue

Revenue from the sale of goods is recognised upon the delivery
of goods o customers.
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Interest revenue is recognised on a proportional basis taking
into account the interest rates applicable to the finandal assets.
Dividend revenue is recognised when the right to receive

a dividend has been established. Dividends received from
assodates and joint venture entities are accounted for in
accordance with the equity method of accounting.

Revenue from the rendening of services is recognised upon
the delivery of the senvice lo the customers.

Revenue from unconditional govemment grants received is
reported as income when the grant becomes recetvable. If such
a grant is conditional it is recognised as income only when the
conditions have been met

All revenue is stated net of the amount of goods and services

tax (GST).

Employee benefits

Provision is made for the company's liability for employee
benefits ansing from services rendered by employees to balance
date. Employee benefits that are expected to be settled within
one year have been measured ai the amounts expecied to be
paid when the liability is settled, plus related on-costs.

Employee benefits payable later than one year hav been
measured at present value of the estimated future cash outflows
to be made for those benefits.

Equity-settled compensation

The Group operates an employee share scheme. The bonus
element over the exercise price of the employee services rendered
in exchange for the grant of shares and options is recognised
as an expense in the income statement. The total amount to
be expenses over the vesting period is determined by reference
to the fair value of the shares of the options granted.

Borrowing costs

Borewing costs directly attributable to the acquisition,
construction or production of assets that necessarily take a
substantial period of time to prepare fos their intended use or
sale, are added to the cost of those assets, until such time as
the assets are substantially ready for their intended use or sale.
All ather borrowing costs are recognised in income in the period
in which they are incurred.

Income tax
The charge for current income tax expense is based on the profit

" for the year adjusted for any nonassessable or disallowed itemns.

Itis calculated using the tax rates that have been enacted or are
substantially enacted by the balance sheet date.

Deterred tax is accounted for using the balance sheet liability
method in respect of temporary differences arising between the
tax bases of assets and liabilities and their canying amounts in
the finangal statements. No deferred income tax will be
recognised from the initial recogrition of an asset or liability,
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excluding a business combinatian, where there is no ‘effect
on accounting or taxable profit or loss.
Defemed tax is calculated at the tax rates that are expected
1o apply to the period when the asset is realised or fiability is
settled. Deferred tax is credited in the income statement except
where it relates to items that may be credited directly to equity,
in which case the deferred 1ax is adjusted directly against equity.

Deferred income tax assets are recognised to the extent that it
is probable that future tax profits will be available against which
dedudtible terporary differences can be utilised.

The amount of benefits brought to account or which may be
realised in the future is based on the assumption that no
adverse change will occur in income taxation legislation and the
anticipation that the economic entity will derive sufficient future
assessable income to enable the benefit to be realised and
comply with the conditions of deductibility imposed by the law.

(w) Earnings per share

Basic EPS is calculated as net profit/(loss) atirbutable to
members, adjusted 10 exclude costs of senvicing equity {other
than dividends), divided by the weighted average number of
ordinary shares, adjusted for any bonus element.

{x) Goods and Services Tax (GST)

Revenues, expenses and assets are recognised net of the
amount of GST, except where the amount of GST incurred is
not recoverable from the Austraban Taxation Office. in these
circumstances the GST is recognised as part of the cost of
acquisition of the asset or as part of an iter of the expense.
Receivables and payables in the balance sheet are shown
nclusive of GST.

Cash flows are presented in the cash flow statement on a gross
basis, except for the GST component of investing and finandng
activities, which are disclosed as operating cash flows.

2. Other income

2005 2006 2005

g b3 b3
Depreciation
Plant and machinery 95,359 62,679 - -
fumiture and fixtures 11,264 6,656 - 55
Motor vehicles 1,013 1,414 - -
Office equipment 39,987 35,845 - -
Leasehold improvements 37,720 25,964 - 67
Total depreciation 188,343 146,558 - 122

4. Income tax expense

The prima facie tax/{benefit), using tax rates applicable in the country
of operation, on profit/(loss) fram ordinary activities before income
tax is recondled to the income tax expense as follows:

2006
$

2005
3

2006 2005
s s

Prima facie tax
payable on profit

from ordinary actvities

before income tax

at 30% {2005: 30%)

Tax effect of non-allowable & non-assessable ttems:

(2,025,811) (1,855,23;0) (383,812) (2,387325)

(38,939)

2006 2005 2006 2005
s 3 3 s

Interest ncome 103,522 160,059 87,992 18,066
Dividend income 238 g4 - -
Donatons 18 - - -
Management fees - - - 17,115
Grants 186,962 - - -
Other revenue - 60870 - 60584
Other Income 290,740 221,313 87992 . 95765

~ Deducible capital  (38,939) (38,939) (38,939)
expenditure

— Unrealised foreign 60,500 (7835) 22,117 {16,363)
exchange gains '

—~ Write downs 1o - - - 2,166,359
recoverable amounts

- Cther items (net) 6,484 5,352 547 431

— Tax effect of 6,247 5,663 - -
temporary
differences

— Deferred tax asset 1,991,518 1890989 400,087 275237

not brought to
account

Income tax/(benefit) - - - -
attributable to entity
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2006 2005 2006 2005 2006 2005

5 $ s $ s $
Loss (6,819,611) (6,426,653)  CURRENT ,
Eamings used in (6,819,611) (6,426,653)  Sores at cost 32488 165308 - -

calaulation of basic

32,488 16,308 - -
and diluted EPS

Weighted average number 108,783,974 83,500,010
of ordinary shares 8. Other assets
outstanding during the

r e ol [ ewdg | o]

2006 2005 2006 2005

3 3 s 3
6. Trade and other receivables i
CURRENT
(2) Current receivables Prepayments 12,430 10,166 . 61
TP et 0 Rem | 12,430 10,166 - 61
2006 2005 2006 2005
s 3 s s .
: 9. Financial assets
CURRENT
Trade receivables 1247 7646 - 7204 [ PS5 R C o solictate d Y YR Par ent S J
Sundry debtors - 5522 - a7 2006 2005 2006 1005
Other receivables 30 29,689 4,885 8470 s s s $
1277 42864 4885 16321  Uniisted . . 8161681 8161,68!
- investments,
{b) Non current receivables at cost shares in
. i i controlled entities )
d s R Lareny Unlisted - - (8161681 (8,161,681)
2006 2005 - 2006 2005 'VeStTent
s s s P at recoverable
2 amount
NON-CURRENT S impairment
. provision

Amounts receivable from:

- M\Oﬂy-owned - - 14,157,465 8,764,369
subsidiaries

- provision for - - (14,157,465) (8,733,592)
impaiment of
receivables from

wholly-owned

subsidianies

Total financial
assets - - - -

- - - 30777
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Leasehold improvements
At cost
Less accumulated depredation

439,456
{97,936)

457,479
(71,473)

Total leasehold improvemenits

341,520

386,006

Furniture, fixtures and fittings
Al cost

Less accumulated depredation

76,328
(19,041)

72,324
{9,855)

Total furniture, fixtures & fittings

57.287

62,469

Motor vehicles
Al cost

Less accumulated depreciation

5,810
(3,180)

6,536
(2,538)

Total motor vehicles

2,630

3,998

Office equipment
At cost
Less accumulated depredation

138,512
(72,981)

114,281
(45,398)

Total office equipment

65,531

68,883

Plant and machinery
Al cost

Less accumulated depredation

660,976

(178,583)

458,245
(97214)

Total plant & machinery

482,393

361,031

Total property, plant and equipment

949,361

882,387
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10. Property, plant and equipment continued

{a) Movements in camrying amounts

Plant and Furniture, Fixtures Motor Office Improvements
Equipment and Fittings Vehicles Equipment
] s s s 3 $
Balance at the beginning - 2,662 - - 7,641 10,303
of year .
Transfers - (2.662) - - (7,641) (10,303)
Camying amount at year end - - - - - -
S ,ﬂ ’ Lt % s -.iv\‘rj
Balance at the beginning 361,031 62,469 3,998 68,883 386,006 882,387
of year
Additions 237,776 11,980 - 42,793 32,799 325,348
Disposals - - - (3,559) - (3.559)
Deprediation expense (98,359) {11,263) (1.013) {39,987) (31.720) {(188,343)
Foreign exchange movements (18,055} (5.898) (355) (2,599) {39.565) (66,472)
Carrying amount at year end 482,393 57.287 2,630 65,531 341,520 949,361
11. Biological assets (9 Significant assumptions
(a) Value of asset The Auckland Island pig herd has been valued at cost and not
deprediated, as fair value cannot be reliably measured, given the
ST Rt . . highly spedalised and unique characteristics of the pig herd.
[RrREL 1 G Vet ] PV i e
2006 2005 2006 2005
s $ 0y s 12. Deferred tax asset
Animals — 306,229 344,498 - 344,498 r - ) G U T Cemm A
Pig Herd at cost s — e e T
2006 2005 2006 2005
Total 306,229 344,438 - 344,498 s s s s
{b) Nature of asset Deferred tax asset
On June 30 2005 the company purchased a herd of Auckland Tax losses 4,235,023 2223431 746,512 346424
island pigs which are diticat to plans to produce pig cells for
Total 4,235,023 2223431 746,512 346424

xenctransplantation, because they are free of infectious diseases
common with other pig strains and they meet FDA requirements
for donors of pig cells for human xenotransplantation.

During the financial year the pig herd was transferted to Pancell
New Zealand Limited, a 100% owned subsidiary of Living Cell
Technologies Ltd. The movement in value from 30 June 2005
to 30 June 2006 is due to the movement in exchange rates.

The benefits of available tax loses canmied forward will only be realised

- if the conditions for deductibility are met.
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T T T

‘s s 3 3 3
CURRENT . ' Convertible 17 1,887418 - 1,887418 -
Unsecured liabilities ' Note
Tade payables 438367 634112 113718 127463  Leaselebiity 18 - 2786 - -
Accrued employee 73,061 53,535 - - Total ' 1887418 2,766  1,887418 -
entitlements _
Other aeditors 1,225 52713 929 252,638
17. Convertible notes
512,753 740360 114,647 380,101
1 | GroRded (| Goad |
14. Interest-bearing liabilities (current) 2006 2005 2006 2005
) s L 3 s s
R : Proceeds from 2,053,800 - 2,053,800 -
2006 2005 2006 2005 issueol
1 $. $ [ convertible notes
Transactions costs (88,998) - (88,998) -
CURRENT -
finance lease 18 . 23504 } . Netproceeds - 1,964,802 - 1,964,802 -
obligation Amount dassified {77,384) - (77.384) -
* N as equity :
- 23904 - - _
Carrying amount 1.887.418 - 1,887,418 -
of liability at

15. Provisions 30 June 2006

On 29 June 2006 the company received proceeds from the issue
B i of convertible notes totaling $2,053,800 (being $1,500,000 USD).
2006 2005 2006 2005  These convertible notes have an interest rate of 120 per annum,

H s s s and are due to mature on or after 30 Novernber 2007, with the note
holders having the option to convert to ordinary shares at $0.175 per
Employee benefits 61,935 42,110 - - share.
61,935 42,110 - - The company can convert the convertible note if on or before the

maturity date the company issues ordinary shares in a single offering
of not less than $12,000,000 USD at a share price of at least the
conversion price of the convertible notes ($0.175 per share).

The amount of the convertible notes recognised in equity is net
of attributable transaction costs of $3,505.
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18. dpﬁal and Iea;ing commitments

¢ e 2N T “ s

(a) Operating lease commitments

Non-cancellable operating leases contracied for but not
capitalised in the finandal statements:

2006 2005 20056 2005

—— 3 I T $ b
® Payable — minimum lease payments
: 2 2 .
. 2005_ 005 006 2003 No later than _ B 24,570 . )
s $ s s i ‘
o 12 months
Payable — minimum lease payments Between 12 months - 2,786 - -
Not later than 182,681 102,939 . . and5years
12 months Minimum lease S 27356 . -
® Between 12 months 569,640 411,757 - - payments :
and 5 years Less future L. (666) - -
Creater than 5 years . 332,029 425,850 - - finance changes
1,084,350 940,546 - : Present value of S - 26890 - -
minimum lease payments
@ The operating leases relate to a number of property leases the
company has entered into with terms and conditions as follows.  The finance lease, relating to office equipment, was temminated during
—  The lease of offices and laboratories in Papatoetoe, New the year \A_rhen rading in equipment at the time of negotiating a new
Zealand, is a non-cancellable lease with a 5 year term, with office equipment rental agreement.
4 years until expiry and rent payable monthly in advance.
Contingent rental prowisions require the minimurn lease .
° payments shall be reviewed every 2 years. 19. Issued capital
~  The animal laboratory lease is non-cancellable lease with a {a) Issued and paid up capital
6 year leage lerm with 3 V2 years until expiry and a right of
renewal for a further & year term with rent payable monthly T J
in advance. Contingent rental provisions require the EACAM ‘
minimum lease payments shall be reviewed every 2 years. ~ 2006 2005 2006 2005
—  The southem animal facility sub lease is an annually 3 $ $ $
¢ renewable informal agreement with rent payable yearly in oy a1y shaes 24,685,152 19,536,574 24,685,152 19,536,575
advance, with review amangements annually at 30 June. fully paid R
- T_he quarantine facility sub Jease is short term to cover e -
animal storage in quarantine pending shipment to Auckland ~ Total 24,685,152 19,536,574 24,685,152 19,536,575
with expiry 30 April 2007,
—  The lease of the northern animal facility is non-cancellable (b) Authorised capital
® lease with 2 10 year term, with 9 years until expiry and a The authorised share capital of the company is 118,633,933
right of rt?newal for a furtt}er 10 year term, .w:ith rent pgyable ordinary shares of nil par value,
. Z?th}y '"I advance. Contungherlultéental-pro:jlons reguue the Ordinary shares entitle the holder to receive dividends as
immum lease payments shall be reviewed every < years. dedared and, in the event of winding up the company, to
partidpate in the proceeds from the sale of all surplus assets
win propertion to the number of and amounts paid up on
shares held. Ordinary shares entitle their holder to one vote,
L 4 either in person or by proxy, at a meeting of the company.
®
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. Number of shares 3 Number of shares $

Description Title

Beginning of the finandal year A 92,840,681 19,536,574 48,672,968 8,982,350
Issued during the year ’

— private share issues 25,162,455 5,281,225 12,453,682 4,685,146
-- contractors fees 636,797 146,261 - -
- public equity raising - - 20,022,370 4,004,474
- rights issue - . 5694211 1,138,842
— convertible notes converted - - 5,175,700 1,045,848
— options exerdsed - - 196,750 42,585
— purchase of assets of Pancell New Zealand Ltd. - 625,000 231,250
Transaction costs in capital raising - (278,908) (593,921)
Total 118,639,933 24,685,152 92,840,681 19,536,574

20. Share capital and reserves

{a) Total equity

2006
3

Share capital B
Share capital — Qrdinary 24,685,152 19,536,574 24,685,152 19,536,575
Total - 24,685,1 52 . 19,536,574 24,685,152 19,536,575
Reserves
Foreign currency translation reserve 27,388 - - -
Option reserve 549,474 329,344 549,474 329,344
Convertible instruments reserve 71384 77384 -
Total 654,246 329,344 626,858 329,344
Accumulated losses -
Opening balance (16,730,364) (10,307,764) {18,066,864) (9,779,772)
Translation adjustment 6,635 4,056 (2.107) -
Transfers out - - (73.177) -
Net income/loss for the period (6,819,611) (6,426,653) {6,640,391) (8,287092)
Total (23.543,340) (16,730,361) (24,783,539) (18,066,864)
Total Equity -1,796.058 3,135,557 528471 1,799,055
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(b) Reserves
The foreign currency translation reserve comprises all translation
exchange differences ansing on the retranslation of opening net
assets together with ditferences between income statements
translated at average and closing rates.
The option reserve reflects the accumulated costs assodated
with the granting of options to directors and staff.
The convertible instruments reserve is the total of amounts
recognised as equity assodated with convertible notes tssued
by the company.

{d) Accumutated losses transfer out

The above movement in the Parent's Distributable Reserve in
2006, amounting to $(74,177), relates to the transfer of the
Pancell branch operation from the parent company to a wholly
owned subsidiary, Pancell New Zealand Ltd.

21. Currency translation rates

Currency AUD AUD
Year end rates used for the consclidated balance sheets, to translate the following
currendies into Australian dollars (AUD) are:
usD 137 131
NZD 0.82 oM
Average rates of the year used for the consolidated income and cash flow statements,
to translate the following currendies into AUD are:
ush 134 1.33
NZD 0.90 0.93
22. Auditors’ remuneration
S T Gosdmesd . o) . Gl
2006 2005 2006 2005
s H : 3 $
Remuneration of the auditor of the parent entity for:
~ Auditing or reviewing the finandal report 64,973 61,270 64,973 61,270
Remuneration of other auditors of subsidiaries for:
- Auditing or reviewing the finandial report 9,575 - - -
74,548 61,270 64,973 61,270
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23. Cas-h ﬁow information

{(a) Reconcifiation of cash flow from operations with loss after income tax

Net loss for the pesiod _ (6819,611) (6,426,653) (6.640,391)  (8.267092)

Cash flows exduded from loss attributable

10 operating activities

Non-cash flows in loss

Depredation 188,344 146,558 - 122

Net gain on disposal of praperty,

plant and equipment 1,633 - - -

Deaement in value of non-curent assets - (46,134) - 7,223,197

Net foreign currency (gains)/losses 221,894 (47.644) 73,272 -

Share options expensed 220,130 329,344 220,130 328,344

Convertible note costs (88,998) - (88,998) -

Changes in assets and liabilities, net of the

effects of purchase and disposal of subsidiaries

(Increase)/decrease in trade and term receivables 41,587 69,698 42,213 (7.851)

(Increase)/decrease in prepayments (2,264) (9,868) 61 (46)

(Increase)/decrease in inventories (16,180) i3,765 - -

tncrease/(decrease) in trade payables and accruals (204,075) (102,075) (60,210) 65,324

Increase/(decrease) in goods and services tax payable 19,825 (40,749) - -

Increase/(decrease) in goods and services ax receivable - - - 1,655

Increase (decrease) in employee entitlements 26,865 18,826 - -
(6,610,850} (6,094,932) (6,453,913) (675,347)

24. Controlled entities

R B Cou e ot oration

0 e, |

1006 2005
Parent Entity:
Living Cell Technologies Ltd Australia
Subsidiaries of parent entity:
LCT Produds Lid Australia 100 100
LCT Australia Pty Ltd Australia 100 100
Living Cell Technologies New Zealand Ltd New Zealand 100 100
"Pancell New Zealand Lid New Zealand 100 o
LCT BioPharma Inc UsA 100 100
Fac8Cell Pty Ltd Australia 100 100
DiaBCell Pry Lid Australia 100 100
NeurotrophinCell Pty Ltd Australia 100 100
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25. Related barty disclosures

(a) Wholly-owned group transactions

(i) Loans
All loan balances between the companies in the group
have been tully provided for and eliminated on
consolidation.

{ii} Service fee
LCT BioPharma Inc, Living Cell Technologies New Zealand
Ltd and Pancell New Zealand Ltd charge LCT Products Pty
Ltd a service fee based on direct costs incurred and an
appropriate mark up. The finandal affect of the service fee
has been eliminated on consolidation.

26. Segment reporting

(2) Segment products and locations

The company operates one business segment of research
and development and product development into living cell
technologies. Geographically, the majority of the research and
development was performed in New Zealand and the balance
was performed in the USA. The corporate office is located in
Australia.

{b) Geographical segments
See Table 26b on page 60.

(6 Accounting polides
Segment revenues and expenses are those directly attibutable
to the segments. Segment assets include all assets used by a
segment and consist principally of cash, receivables, inventories,
and property, plant and equipment, net of allowances and
accumulated depreciation. Segment labilities consist principally
of payables, employee benefits, accrued expenses, provisions
and borrowings.

27. Finandal instruments

(a) Interest rate risk

The economic entity’s expasure to interest rate risk, which is the
risk that a financial instruments value will fluctuate as a result of
changes in market interest rates and the effective weighted
average interest rates on dlasses of finandal assets and finandial
liabilities, is as follows (see Table 27a on page 60).

{b) Net fair values
The net fair values of financial assets and liabilities approximate
their carrying value.

(<} Finandal risk management

The Group's activities expose it to a variety of finandal risks;
curiency risk, credit risk and liquidity risk. The Group manages
these risks by having in place risk management programs aimed

" at ensuring the company canducts its operatiofis in a manner

that allows risks to be identified, assessed and appropriately
managed. The Group has no hedging amangements in place
to minimise the effects of currency fluctuations.

28. Subsequent events
{a) Issuance of shares
In early July 2006, subsequent 1o the receipt of $680,992,
4,539,947 shares were issued.
The finandial effect of the above event has not been recognised
in the balance sheet as at 30 June 2006.
29. First-time adoption of Australian equivalents
to International Financial Reporting Standards
{a) Economic entity - Reconciliation of equity
{end of prior year) at 30 June 2005
See Table 29a on page 60.
{b} Parent entity - Recondliation of equity
(end of prior year) at 30 June 2005
See Table 29b on page 60.
(¢} Explanation of effect of transition to Australian
equivalents to IFRS
The reconciling itern to transition to Australian Equivalents to
IFRS amounting to $329,344 relates 1o the increase in employee
benefits expense for the fair value of options issued to directors,
spedfied executives and employees as remuneration.
{(d) Reconciliation of loss
2005 2005
s 3
Loss under AGAAP (6,097309) (7.957,748)
Options expense (329344} (325,344)
Loss under AIFRS {6.426,653) (8,287,092}
30. Company details
Registered office

The registered office of the company is:
Living Cell Technologies Limited

Level 5, NAB House

255 George Street

Sydney NSW 2001
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2006

2006

2005

" 2006 2005 2005 2006 2005.. 2006 2005
5 s s $ $ $ $ s 3
" Revenue 2739320 2677409 1,907,150 1,647319 433,880 207457 (4,768,303) (4,306,330) 291,641 225855
Assets 1,036,858 1,020,243 212,429 312,958 3,008,876 2,601,513 - . 4258,163 3044734 -

Table 26b: Geographical segments

T ity A N T oo R No A e eL Boart :
2006 2005 2006 2005 1006 2005 2006 2003 2006 2005
H s H $ s $ s 3 3

Finandiat Assets:

Cash and cash equivalents 2,956,379  2,648,49) - - - - - - 2,956,379 2,648,491
Trade & QOther Recefuables - - - . - - 1,277 42,864 1217 42,864
Total Financial Assets 2956379  2,64B,491 - - 1,277 42864 2951656 2691355
Finandial Liabilities: 7
Convertible Note - 1,887,418 - - 1,887.418 -
Trade and other payables - - - - 512,753 740360 512753 740,360
Lease habilities - 23,904 - 2,786 - - 26,690
Yotal Financial Liabilities - - 1887418 23,904 - 2,786 512753 ° 740360  2,400,17 767050

Table 27a: Interest rate risk

s s 3
EQUITY
(ssued capital 19,536,574 - 19,536,574
Reserves - 329,344 329344
Relained eaming (16,401,020) (329,344) (16,730,364)
Parent interest 3,135,554 - 3135554
TOTAL EQIHTY © 3,135,554 - - 3;135.554

Table 29a Economic entity - Recondiliation of équiry (end of prior year) at 30 June 2005 ’

s 3 s
EQUITY
tssued capital 19,536,575 - 19,536,575
Reserves - 329,344 325,344
Relained eaming (17737520) (329,344) (18,066,£64)
TOTAL EQUITY I,1§9.055 - 1,799,055

Table 29b Parent entity - Recondliation of equity (end of prior year) at 3¢ June 2005
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Directors’ declaration

>

29 September 2006

The directors of tha Ccomparny declare that:
1. The financial statements and noteg
with the Corporations Act 2001 and;

{b) the financial statements and ng
Standards; and

Simon O'Loughtin
Director
29 September 2008
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7 Chartered Accountants

& Business Advisers

n:l- independent audit report

INDEPENDENT AUDIT REPORT
To the members of Living Cell Technologies Limited

Scope
The financial report, remungration distloswres and direciors’ responsibilily

The financial report comprises the balance sheet, income statement, statement of changes in enquity, cash
flow statemen), notes to the financial statements and the directors deciaration for both Living Cell
® Technotogies Limited (the company) and its cantrolled entities {the consolidated entity). for the year ended
30 Jume 2006. The consolidated entity comprises both the company and the entities it controlied during
that year.

The company has disclosed information abowt the remuneration of key managemen personnel
{"remuneration disclosures™). as required by Accounting Standard AASH 124 Helated Party Disciosures
under the heading “remunesation report” in pages 30 to 34 of the directors’ repont, as permitted by the
Carporations Regulations 2001.

The directars of the company are respansible for the greparation and true and fair presentation of
the financial report in accordance with the Corporations ALt 2001, This includes responsibility for
the maintenance of adequate accounting records and internal controls that are designed to prevent
and detect fraud and emor, and for the accounting policies and accounting estimates inkerent in the
financiat repart. The ditectars are alsa respansitite for the remuneration disclosures contained in the
directors’ report.

Auwdit Approach

We canducted an independent audit in order ta express an opinion t¢ the membars af the campany. Our
audit was conducted in accordance with Austratian Auditing Standards, in order to provide reasonable
assurance as o whether the financial report is free of materfal misstatement and the remuneratian
disclosures comply with Accounting Standard AASB 124 and the Corporations Regulations 2001, The
nature of an audit is influenced by factars such as the use of professional judgement, selective testing,
® the inherent limitations of intemal control, and the availability of persuasive rather than conclusive
evidence. Therefore, an audit cannot guarantee that all material misstatements have been detected.

We performed procedures 1o assess whether in gl material respacts the Tinancial report presems fairly,
in accordance with the Carporations Act 2001, including compliance with Accaunting Standards and other
mandatory financial reporting requirements in Australia. @ view which is consistent with oor understanding
af the company’s and the consalidated entity’s financial position, and of their performance as represented
° oy the results of their operations and cash flows and whether the remuneration disciosures comply with
Accounting Standard AASB 124 and the Corporations Regulations 2001,

...continyed

Tek: 61 2 9251 4100 | Fax; B1 2 9240 9821 ! www, pki.com.au

Hew South Wales Partnership | ABN 83 236 985 726
® Level 10, 1 Margaret Street | Sydney | New South Wales 2000 t Australia
DX 10173 | Sydray Stock Exchanga ! New South Wales

- Uability émited by a scheme approved under Protessional Standarnds Legisiation
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Chartered Accouptants
& Business Advisers

We formed our audit opinion on the basis of these procedures, which included:

- examining, on a test basis, information 1o provide evidence supporting the amounts and disclosures
in the financial yeport and remuneration disclosuces, and
assessing the appropriateness of the accounting poficies and disclosures used and the reasonableness
of significant accounting estimates made by the directars.

While we considered the effectiveness of management’s internal controls over financial reporting when
detarmining the nature and extent of our procedures, our audit was not designed 1o provide assurance on
intemal contrals.

Independence

In condueting our audii, we followed applicable independence Tequirements of Australian professionat
ethical pronouncements and the Corparations Act 2001.

Audit Opinion
[n our opinion:

{1} the financial report of Living Cell Technologies Limited is in accordance with:
{al the Corporations Act 2001, including:
[i} giving a true and fair view of the company’s and consolidated entity's financial position as
at 30 June 2006 and of thei perfarmance for the year ended on that date; and
li) complying with Accounting Standards in Ausiralia and the Corporations Regulafions
2001; and
fbb  other mandatary financial reponting requirements in Austratia; and

{2} the remuneration disclosures that are contained in pages 30 1o 34 of the directors’ report comply
with Accounting Standard AASB 124 and the Corporations Regulations 2001.

Inherent Uncertainty Regarding Continpation as a Going Concerm

Without qualification to the apinion expressed above, atteation is drawn to the fallowing matter. As a
result of the matters described in Note 1{b) fifi) to the financial statements, there is significant uncenainty
whether the company will be alile to continue as a going concern and therefore whether it will realise its
assets and extinguish its lisbilities in the normal course of business and st the amounts stated in the
financial report.

PhF

ARTHLUR MILNER
Partner

Sydney, 29 September 2006
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Additional information required by the Australian Stock Exchange Ltd ~ (b) Twenty largest shareholders
and not shown elsewhere in this report is as follows. The information The names of the twenty largest holders of quoted shares at
is current as at 29 September 2006. 29 September 2006 {see Listed Ordinary Shares table below).

(a) Distribution of equity securities (¢} Substantial shareholders
The number of shareholders as at 29 September 2006, by size
of holding in each class of share are:

The names of substantial shareholders who have notified the
company in accordance with section 6718 of the Corporations

[_, T Act 2001 are:
ot HH Number of Shares
Range Number Number % ] o
of Holder of Shares Issued ANZ Nominees Limited 15,586,754
Capital K One W One Limited 7,351,435
1 - 1,000 38 22,826 0.02 (d) Voting rights
1,001 - 5,000 220 639,674 052 All ordinary shares camry one vote per share without restriction.
5,001 - 10,000 196 1,706,047 1.38
10,001 - 100,000 532 20,391,332 16.52
100,001 - 9,999,999,959 150 100,656,921 B1.56
1,136 123,416,800 100.00
The number of shareholders
holding less than a marketable
parcel of shares are 139 199,255

Number of Shares Percentage of Ordinary Shares

1 ANZ Nominees Limited 15,586,754 12.63
2 K One W One Limited 7351,435 5.96
3 Westpac Custodian Nominees Limited 5,557,555 4.50
4 Mr Graeme Collinson & Mr David Collinson 5,231,007 4.24
5 Foundation Services 4977626 403
6 Hugh Green Investments Limited 3,769,850 305
7 Mr Michael Bushell 3,020,772 245
8 David Alan Collinson & Graeme Louis Collinson 2647675 2.15
9 Lehman Brothers Inc 2,282,000 1.85
10 Citicorp Nominees Pty Limited 1,996,996 162
11 Merill Lynch (Australia) Nominees Pty Limited 1,931,726 1.57
12 Mr David Alan Collinson & Mr Graeme Louis Collinson 1,688,480 137
13 Mr Robert Bartlett Effiott 1,612,538 1.31
14 1E Properties Pty Limited 1,139,955 092
15  Mr Michael Helyer 1,137849 0.92
16 Mr Michael Arthur Yates & Mrs Ingrid Melanie Yates 1,033,301 0.84
17 Keith Alexander Stewart & judith Anne Stewart 1,031,750 . 0.84
18 Hubbard Churcher Trust Management Limited 1,000,000 0.81
19 Mrs Erica Dawn Johannink & Mr Edward Brenton Dawes 1,000,000 .81
20 M Cooper Nominees Piy Limited 1,000,000 0.81

64,997,269 52.68
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